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Monday, 
February 24, 1958 


---On resuming at 9.45 a.m, 


---Mr, Commissioner Cushing was not present. 


THE CHAIRMAN: Gentlemen, the Commission 
will resume its hearings. Me. PatculLio? 

Wi Mra) Libs Mr, Chairman, I think we should 

start this morning with Mr. Stewart, of DeGolyer & 
MacNaughton, who, I understand, wants to explain 

some of the evidence that he gave on Friday afternoon 
in connection with reserves and perhaps we can clear 
that up before we go on. 

MR. STEWART, JR.: Mes ractillo, we fave 
here several tabulations on some of the information 
that was requested on Friday. 

MR, PATTILLO: Could I have copies of those 
for the Commission and for the record? 

MRs STEWART, JR.: Mr, Horte will put those 
in and explain. 

MR. HORTE: For the record, Mr. Pattillo, 

I might just identify the various tabulations in the 
order that they are in this little bundle which we 
have just handed out. 


The first tabulation of one page shows a 
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summary of gas reserves as of November 1, 1957. 
MR, PATTILLO:, I think we should have that 

marked as C-24-1. 

-~--EXHIBIT NO, C-24-1: Summary of gas reserves as 
of November 1, 1957. (Con- 
tracts as of February 23, 
1958). Trans-Canada Pipe 
Lines Limited. 


MR. HORTE: That is with contracts as 


of February 23rd, 1958. 


BY MR. PATTILLO: 

Qe Now, do I understand that the left 
hand column shows the quantity that you have under 
contract as being 5,190,404,000,000 and the total that 
you have under permit of that amount would be 
5,048,680,000,000 and when reduced to the pressure 
18 4,935 5,575,000,0007 

MR, HORTE: That is correct, at the 14.73 
pressure which is the base pressure for our sales to 
get it on a common basis with our sales. 

Qe And in addition to that the second 
column shows the probable in the fields that are under 
contract and you have under the probable a permit for 
1,391,600,000,000, bringing a total under permit of 
693273173,000.000, tea "that: correct? 

MR, HORTE: Sir, those totals are the totals 
of the reserves proved and probable for the fields in 


which we have contracts. They are not the quantities 
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that we have on the contract but the total field re- 
serve. 
The next three columns show the amounts 


in each of the fields that Trans-Canada has under 


contract. 

Qe And under contract to export? 

MR, HORTE: Right, and we have a permit to 
take gas from those fields. As you can see, the 


quantities exceed the total permitted quantity from 

the Province of Alberta of 4,350,000,000,000. 

Q. But the quantity approved does not -- 
the quantity approved shown in the third column from 
the right hand side is 4,170,349,000,000? 

MR, HORTE: That. is attea pressure of 
Loeeie Ore Our permit has a pressure base of 14.4. I 
think you have to compare that figure immediately 
above that of 4,265,919,000,000. 

Q. Rieht. Now, would you please ex- 
plain the next document that you have which I sug- 
gest be marked C-24-2. 

---EXHIBIT NO. C-24-2: Summary by companies of gas 
purchase contracts showing 
estimated gas reserves under 
contract and maximum daily 
contract volumes. Trans- 
Canada Pipe Lines Limited. 

MR. HORTE: This is a summary in detail of 


our gas purchase contracts showing the contracted for 


maximum daily volumes by companies, by fields, and 
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showing the reserves which Mr. Stewart has prepared 
over on the left hand side under contract in each 
case. This is a detail of what is shown on the 
fires cabulevion pur in in ithe Jast three columns of 
the first tabulation. 

Q. So this also reflects the position 
as it is today? 

MR. HORTE: Yess ool’. 

Q. Now, Mr. Stewart, will you tell us 
what changes there have been in the position from 
today as tabulated on C-24-1 and the position that 
existed as at the time of the financing in February, 
Loo] t 

MR. STEWART, JR. : Mr. Pattillo, we have 
another tabulation included with this group entitled 
"RHatimated Gas Reserves under Contract, Trans-Canada 
Pipe Lines at the time of initial financing". 

Q. That has not yet been filed? 

MR, STEWART, JR.: It should have been. 

THE CHAIRMAN: Mr. McNeill, is it not 
among these documents? 

MR. McNEILL: It is not among these that 
have just been filed but it is among those that 
have been run over the week end and apparently not 
assembled as yet. 

MR, STEWART, JR.: We neglected to bring 
down this tabulation but they will be sent out. I 


can summarize this for you now. 
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At the time of ‘financing approved reserves 
under contract to Trans-Canada were 4.5 trillion cubic 
feet. That is at a pressure base of 14.4 pounds per 
square inch absolute. At the present time, as shown 
on Exhibit C-24-1,the proved reserves under contract 
to Trans-Canada are approximately 4.396 trillion cubic 
feet. That figure is' shown as the first total in 
the third column from the right on Exhibit C-24-1. 

MES UP PATTIGLO: Q. Will you explain why 
there has been a drop between the figure that you had 
of a year ago and now? 

MRS SOPRA od is Development in the 
Pincher Creek field is primarily responsible for that 
reduction. A comparison of the reserves at that 
time at Pincher Creek and now dona show a reduction 
in proved reserves in the order of HOO billion cubic 
feet Since thes time of initial financing. There 
have been increases in certain other areas such as 
Bindloss and Gilby which partially offset that reduc- 
tion caused by development at Pincher Creek. The 
net reduction, Mr. Pattillo, is in the order of 
approximately 100 billion cubic feet net; that is 
proved reserves. 

Q. Right. Now, Mr. Stewart, as I 
understand your evidence on Friday you said that having 
regard to the proved reserves under contract at the 
time of the financing of the purchase contracts of 


various distributors who proposed to take off the 
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line, you gave a certificate that under the terms 
of the permit to export reserves were adequate to 
last more than eighteen years. 

MR .STEWART, JR.3 Yes. The requirements 
of Trans-Canada would be given in part out of pro- 
duction of those reserves over a period of time 


in excess of 18: years,.,that Is correct. 
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Q. Now, looking at the reserves as shey are 
disclosed in Mr. Orme's exhibit, which is C-19-4, 
and in Exhibit 5, which is a breakdown of the Canadian 
market alone for the period of five years commencing 
with November of 1957, assuming first that the 
Province of Alberta would be prepared to amend the 
annual allowable for export, how long do you estimate 
the present reserves under contract and permit to 
export in the aggregate, would last? 

MR. STEWART Ire: Assuming the revision 
of the permit and gas permit contracts? 

Q. Yes. 

MR. STEWART, Jr.: In other words, con- 
sidering all of the capabilities of the fields to pro- 
duce, it would be my judgment they would be deficient 
in the fifth year, 1961-62. I doubt that the reserves 
under contract would be able to produce a rate higher 
than shown as required in the fifth year. 

Q. Assuming that the Province will not 
increase the annual allowable for export under the 
present contracts, under the present contracts with 
producers, but the company has committed itself to 
supply the demand as shown on this Exniplt ‘5, now 
much do you say the company must obtain under contract 
in the way of additional supplies in order for them 
to fulfill this demand? 

MR. STEWART, Jr.: We are speaking now of 


the Canadian markets only? 
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Q. We are speaking of the Canadian markets 
only. 

MR. SOTBWART, Jr..: I have made an approxi- 
Mate calculetionser what; and, an my opinion,.an 
additional 2.5 trillion feet would be required during 
the first five years. The assumption is made that 
the Canadian market will build up as shown during the 
finest five,ful® wears of. operation and then heved,off 
iin thetoal Wie Tipo Veer Ola requineneni,. 

Q. Would syou' explain that develling off 
in the fifth year? When you were making your estimates 
a year ago and you said the reserves were adequate for 
more than 18 years, did you work on the same circum- 
SiLances? You,c4ook the buibding-up. for the same five 


years and then estimated a levelling off? 


MR DP TBWART,» Jit VESr eis Vitel Uday Carte. 

QO. Five. full years? 

WR LE WARTS. chars. he thetwoime,. the require- 
ments is shown -- I think it is in the trust agreement. 

Q. So that, when you are now talking about 


this, adds ti onesie teil on: ae - 

MR. OTEWART ,. Jr.'s Pubes Utils Or, 

Q. When you are talking about this 2.5 
trillion, you are applying the same basis, the same 
yardstick, the same demand? 

MR: STBWART, Jrs:. That. ds »right. 

c, So we are not talking about apples 


and oranges, but apples all the way. 
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MR. STEWART, Jr.: That is right. 

Q. The 2.5 is based on an increase for 
five years and then a levelling off? 

MR. STEWART, Jr.: The present permit 
provides for 4.35 trillion, an additional 2.5 tril- 
lion would be required. 

Q. Mr. Stewart, you used the word "approxi- 
mately", and I know that in the time I have allowed 
you, you could not work the thing exactly. How much 
margin of error may be in that word "approximately" ? 

MA STEWART | rie: As to the method of cal- 
culation, Mr. Pattillo, I think it would be very close. 
The margin of error would come in attempting to 
evaluate the potential of the new reserves that might 
be permitted on contract. I have assumed that new 
gas that may be permitted would have the same rela- 
tive potential, that is deliverability, to reserves 
as the gas now on permit. That is an assumption that 
has to be made; it is a fundamental assumption. 

Q. How much do you say, applying the same 
principles that you have just applied -- that is, 
the first five years and then the levelling off -- 
how much additional gas would be required if the 
Emerson contract was permitted and was in full force 
and effect? 

MR. STEWART, Jr.: That would require an 
additional 4.5 trillion feet in excess of the present 


permit. 
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Q. bo uhed gone Wu berence the. Emerson 
contract makes is that figure Shes you have just 
Cisenmwiselessucw/,2 uel liion? 

MR. STEWART, Jr.: Yes, and that would be 
ecm hon feck . 

Q. Now, can you give us any idea of how 
much would be required, if you did not apply this 
levelling off primeiple atthe ‘end of the fifth ‘year 
and you simply accepted Mr. Orme's figures as to market 
potential? How much additional gas would be required? 

MR ye OP BWART. 4 JR We have to have some 
ground rules on that. 

Q. You name your ground rules, Mr. Stewart. 

NERY ook MMR Day. td Iepekcs If you would assume 
that sufficient reserves would be necessary to meet 
the peak requirement in the 30th year, as shown aiiomny hans 
Orme's exhibit, the total reserves necessary to satisfy 
that condition and meet the requirements during the 
30-year period, would be in the order of, and this is 
just an approximation, 45 trillion. I would say 
between (45 and 50: wreillion feet. 

Q. Now, going back to the earlier calcu- 
lation which you were discussing, with the levelling 
off at the end of five years and 2 1/2 trillion excess 
Canadian requirements, what do you figure the annual 
allowance extra would have to be? In other words, at 
the present time they have a permit of more than 4 


trillion and they are allowed to export so many feet 
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Per year. Now, you are talking about 2 1/2 trillion. 
Have you done any calculations as to how much extra 
would be required per year? 

MR. STEWART, Jr.: If I understand you 
correctly, Mr. Pattillo, you and I know at what rate 
this extra gas would need to be obtained on permit 
on an annual basis. 

Q. That is right. 

MR. STEWART, Jr.: In my opinion, rather 
than doing it on an annual basis, I believe it would 
hewpreferables todo iin ctwoy possibly three, stages. 

Q. Will you explain that to the Commission 
-- what you mean by the stages, why you say it is 
preferable, and how the thing would work? 

MR. STEWART, Jr.: From a practical -- in 
order to construct facilities to transport this new 
gas, in order to finance these facilities, you would 
have to have a permit in advance of this construc- 
tion and financing bases. You cannot wait until the 
year you need the gas to purchase the gas, to get a 
permit for it and to construct for moving the gas. 

In the case of the requirements without Emerson, just 
the Canadian markets, I would think a permit would 

be necessary for, approximately, 1.2 trillion some 
time prior to November, 1959. That would permit 
financing during the winter and construction during 
the next construction season. The next permit should 


be obtained prior to November, 1961 in the amount of 
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approximately, 1.3 trillion cubic feet, and that 
will permit financing and construction to meet the 
last year's load. There are several ways it 

could be done. It would depend on circumstances 

at the time, but I think this would be a realistic 
estimate of the time that this gas would be required. 

Q. This staging process you are talking 
about, I assume the reason for that is the company 
thereby avoids tying up a lot of capital earlier 
than necessary and, at the same time, it has got the 
permit and has got the purchase contracts subticilently 
far in advance so that all arrangements can be made 
when the line needs gas. is that right? 

MR. STEWART, Jr.: Yes, that is correct. 
it ts not practicaly inmy opinion, to-expand pipe- 
line every day and every month with construction. 

Of course, you do need facilities, from time to time, 
but the major increase is usually done at a sizable 
stage. 

Q. That would be the situation if the 
Emerson contract was in there and you needed another 
COEPTIL Lon? 

MR. STEWART, Jr.: Since the Emerson, 
according to this projection, comes in early, I 
think you would have to obtain a permit for 3.2 
trillion at November, 1959. This is just the addi- 
tional Emerson reserves that would be required by 


that time in addition to the Canadian requirements. 
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Q. And there would be no change in the 
latter one of 1.3? 

MR. McNEILL: Mo, Pattidlo, we will 
probably have the tabulations that Mr. Stewart re- 
ferred to which sets out the estimated gas reserves 


under contract at the time of the initial financing. 
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My PATTILLO: Could we have this document 


marked Exhibit C-24-39 


---EXHIBIT NO, C-24-3: Estimated gas reserves 
under contract to Trans- 
Canada Pipe Lines at the 
time of initial financing, 


MR. PATTILLO: ae Now, Mr. Stewart --- 
MR, McNEILL: Excuse me once again, Mr, 
Pattillo. On the original bundle of tabulations 


that we handed to you -- although this may have been 
your intention -- you have only discussed the first 
two that were contained in the opal ey 

MR. PATTILLO: I have so many floating 
around here right now. 

Well, there was one document in connection 
with that second bundle that I don't think I will 
discuss, because it is simply a different way of 
arriving at the very figures that we were discussing. 

Q. Is that not correct? 

MR, HORTE: Yes, sir, it shows the contracts 
by fields, by companies, 

Q. But then we have here a price 
Schedule, and that certainly "snuck in" by the “back 
door. What is this price schedule? {Boe trey) 
your present contrasts? 

MR. HORTE: Inethe exhibit, Bxht pit C-24-—9, 
on the last page of that exhibit we show totals on 
that page for gas purchased under price schedule 


————__| No. 1 and for gas purchased under price schedule 
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NOe es These two price schedules are those referred 
to in Exhibit C-24-2, 
THE CHAIRMAN: ber, Pavel lilo. would it 
not be wise to mark the summary of fields of gas as 
Exhibit C-24-4 and the price schedules as Exhibit 
C~24-5? 
MR PATTIELO: I think it would, Mr, 
Chairman, 
---EXHIBIT NO. C-24-4; Summary by fields of gas 
purchase contracts, showing 
estimated gas reserves under 


contract and maximum daily 
contract volumes. 


---EXHIBIT NO, C-24-5: Price schedules Nos. 1, 2 
and 3, 

MR, HORTES That price schedule, sir, also 
is that referred to in Exhibit c-24-l, 

Mi PATTTOLO.: Q. Now, I am not sure I 
have that straight yet in my mind. Where do you 
refer, in Exhibit C-24-4, to a price schedule? 

My, 2Ur as On the last page of that, 
on page 4, 

Q. Oh, yes. 

MR. HORTE: Where, again, we show the 
totals under price schedule No. 1 and the totals 
under price gechedule No. 2. 

Q. Well, now, would you explain to us 
the difference between price schedule No. 1 and 


price schedule No, 2? 
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MR, HORTE: The difference between price 
seneduie No.» 1) and price schedule No. 2 amounts to 
a difference of 2 cents in each year throughout the 
term of the contract, price schedule No. 2 being 2 
cents higher than that shown in price schedule No, 1. 
Q. Now, what is the explanation for 
that? 

MR sHORT ES The explanation for that, sir, 
is: thatiwe increased, our-ipricesat that time, an pur- 
chasing that new additional gas, to 12 cents, 

Q. When did that increase in price 
come into effect? 

MR. HORTE: That came into effect approxi- 
mately May of 1957. 

Q. Subsequent to the financing? 

MAY SHORTS: Yes, it was after the financing 
took place. 

Q. And is that your present offering 
price for teas 7 iasitshowm invprice schedule No, 2? 

MRO RYE No, sir, we are now offering, 
starting in the first year, from the day of initial 
delivery through to December 31, 1959, 13.25 cents 
per Mcf; starting the following year, January 1, 

1960 through December 31, 1960, 13.25 cents also 
and an escalation of .25 cents per year throughout 
the remainder of the life of the contract, or until 
January 1, 1982, 


I have copies of that price schedule, sir. 
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Q. Have you got that here? Perhaps 
we might as well put them in, lent now, as part of 
Exhibit C-24-5, This is headed "Price Schedule No, ars 

THE CHAIRMAN: Did you say when this came 
into effect, price schedule No. Sy Les cents? 

MRey HORTE: Let me check, sir. 

Sir, this price was first offered for large 
quantities of gas, if they could be obtained in one 
PLCLG, Andes Gero particularly to the Dick Lake 
field; this price was offered for gas last spring, 
at the time when we were offering the 12-cent price 
for other smaller reserves. We had been unable to 
obtain the 12-cent price and that has been in effect 
Since that date until recently after the New Year, 
at which time we began offering the 13.25-cent price 
for all gas that we are now purchasing. 

Mis, - ge ATL Th Ol Me Now, Mr. Stewart, 
assuming that Mr. Orme's market calculations turn 
out to be the right ones and gas had to be found to 
meet those demands, and you told us that you esti- 
mated something more than 40 trillion would be re- 
quired, have you done any calculation as to the 
stages that the company would have to pick up what 
gas.in, and the quantities? 

MRgie te LEWART. | JR: No, I have not. 

Q. L.suppose you just thought, like 
myself, that that was so improbable that it was not 


worth while? 
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MR. STEWART, JR,): Well, I am not respon- 
Sible for the market study. 

MRsa,PATIILLO: Well, I* think that is ali 
IT am going to ask you for the moment, Mr, Stewart. 
May I have Mr. Orme and Mr. Tippy back? 

THE CHAIRMAN: Before you leave Mr, 
Stewart, may I get Clarification, Mr. Pattillo? 

Is there a so-called favoured nation clause 
in your gas contract? 

MR SEEWART (dR. ¢ Mr, Horte would be 
the --- 

MR, HORTHE No, sir, not what is normally 
known as a favoured nation contract, There isa 
contract provision that provides, in the year 1968 
and thereafter, that we will pay to any producer 
the weighted average cost on our gas at that time 
if his price should be less than that weighted 
average cost. To that extent there is a favoured 
nations clause in the contract. 

THE CHAIRMAN: Then, in other words --- 

MR. McNEILL: Bxcuse me, sir. I think 
there is something Mr. Horte should add to that. 

MRounORTES: Sir, Mp. McNeill just men- 
tioned to me a contract that we do have in the 
Homeglen-Rimbey field, a 12-cent contract with the 
California Standard Company, which was contracted 
in May, 1957, that does have what we call a 


field favoured nations clause in it, which states, 


Os: leas FM 
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in effect, that should we pay anyone else in that 
particular. field,more money for their gas that 
we will increase the price in that contract to 
that same quantity. That is the-onhy ‘centract 
of that type that we have. 

THE CHAIRMAN: Vousumeateup, with the 
exception of that field contract, which applies, 
presumably, in a limited area --- 

MR, HORTE: Ves, hisiny 

THE CHAIRMAN: -»— then the increase in 
price, let us say, in your price schedule NOX AO: 
that you will pay will have no bearing on the other 
producers at all until 1968, when you come to con- 
sider the weighted price clause in your contract? 

MR, HORTE: Maat ees BCOLDe Cy. 

THE CHAIRMAN: Sor Leeyoureco, to a price 
schedule No. 4 or to a price schedule No. 5 as the 
Years) LO OM, “TNek Saleen: 

MR, HORTE: They would not benefit from 
those increases until the time the weighted average 
provision came into effect. 

MR. GREW ART. oR. Mr. Pattillo, you just 
asked me a question regarding the projection made 
over the fifth year of full operation. 

Q. Yes? 

MR. STEWART, JR.: And I answered that we 
had not made them for the entire period. IT had for- 


_ gotten that Mr. Tippy and I worked up some numbers 
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on a projection based on Mr. Orme's market and I 


would be happy to give you those, if you like. 


Q. Roent., 
MA ASSTEWARD, wR 2s On thie projection, 
this is with Emerson included, The total permitted 


volume required would be 14.6 trillion. Now, that 
is assuming that Mr. Orme's estimate obtains up 
through the tenth year, and it levels off at’ that 
figure, which means that with 4.35 trillion now 
permitted, the additional now would bevl0, 25“tril- 
ionteubic (Mew. 

That comes in these stages, as you likely 
have this for comparison with the one I gave you 
previously: required in 1959, 3.¢ trillion; required 
in 1961, 1.3 trillion; vequired in 1963, 1.875 
trillion; wequired im 1965, 1.875 trillion; re- 
quired in 196, -eMtril lion. 

Q. And those requirements that you 
have just listed for those various years are in 
addition to the gas presently under contract for 
which a permit has been obtained? 

ME, (STEWART. «aie: That secorrect. 

Mit. Per AT EGO: Mr. Chairman, those are 
all the questions, at this stage, I propose to ask 
Mr. Stewart, and I go back to the examination of 


Mr, Orme and Mr. Tippy. 


fa Ke ee 4 


ws 


mae 
oY ee, As 


: ae tests: swore: pabethcie Ne al BGO 


he 
es ore 


ae | eg } » a 
z wot HOLL Cag CEA 
de, sh ane ate ens Ie” 


a 
ne 


: Te ‘ 
SOY ae a 5 
. ES as 
ail a ray ” 
* sy ce Uk oer 
RR ete ee oo 
, . ti hee ay aise, ares ah wait 
CLUDED PMO STI. Poe Sue Ot cio 
atom es : 
by ; ire 
wy | tl (sant ee ray ffl 2 | 4 . 
ra ; 
i - 
- ayy _ 
ry r . 
. PF a, TH eae elas ; ee 
ane Is 
i > 
ye al “i 
ots Pay 
aL ke j yon 
‘ 
eee (tc ‘ 
. 7 - Se eR ea ee . i 
f Se end ok a be 
Ais WF 
ee ote Ret : 
i ee : 
ee: , ‘ ‘ r 
= YEO SI EY sod hete au ‘avail 
; ne pice Prete ? 
aoe | tee ns es 
“ : 3 : k BPS eats) 
A Ne a ee 
ae 
+ ‘ g A ' : et 7 ; prea art) 
TECY 2. ‘ ; ya Las ite hae Vl } a ? : |. Sea 
a : - * 
hi rire \, : , nace % 
Hass ooo ; Ries 
ate cae { 
‘a » i 
| mprtesys ned’ kd Shee ee 
CLT cee ‘ Hal | | ‘ 
; 5 v 
Ne ; rr * 
a, at eeu Bete Hoe pa'aes 
i> F a a} h 
ce a ia: aT 


- goniant ona ietet ae 
: \ Pens 
| pei tier mu rege ‘ad?’ Sonbat EAA oe 


{ Oss ec) = sini) he 


yaa oO vida Tati oat | 


wy r bee fest | ke ed da! 
beret c + Net aay ek ry Fi ¥ ‘roa be 
are: eo 3 


Semis ae re 
VIG BOOMS Vc". 
Seas eels 


wares iti ts aie eas ‘i cle’ 


ies (iF > FA ree 
t * , 7 - 
i Ee: Ss 
aay 
ate Fe 
: He 
Pies 


ar tee Gs 


Pai 7 


4 


’ 
i 


Tee as SY BS He 


eae op a 


3 Hee Lape eae ies 
a ee el % 
Vnake PE 


v 


ae 


SBE an ey od aa hi b 
he asi " ") ry 7 
re PO Mods ge ls Fi 


See is ie Oo ee 
Ag as 


“hey Fe 


a pm 


: “. . es, aa } 
ee eer eee a 
oo Sond om Dee sremhal ry th 
ps Tight 2 etapt ahs 
ria) & Le EO) ete 
elles Gee via 


ANGUS, STONEHOUSE & CO. LTD. 2247 
TORONTO, ONTARIO 


Migs ice e ves Mr, Pattillo, during the course 
of the hearing on Friday you asked for a figure 
which I was not able to give -- I did not give 
AG ce Gime end. 1t 2G is appropriate, I could, ‘sive 
you now the figure for the amounts in relation to 
the December, 1956 market study which were under 
contract at the time of the financing in February, 
LOD tes 

Q. Right. 

MA Lier. The investigated -- and this 
refers to Volume 2 of the Economic Feasbility 
Report, in the section entitled "Appendix A to 
the February 6, 1957 Review, Exhibit 8FR, Schedule 
8, Plan 2 -- at the time of the financing, the 
following companies had signed contracts with 
Trans-Canada: 

Inter-State Gas Company; Winnipeg and 
Central Gas Company; Northern Ontario Natural Gas 
Company Limited; The Consumers Gas Company of 
Toronto; Union Gas Company of Canada Limited 
and Quebec Natural Gas Corporation. 

By years, the amounts for those companies 
who had contracts are as follows: 1957-58, 
27,557,037 Mcef, or 86.7 per cent of the total 
required in Mef for that year; in 1958-59, 
82,164,454 Mcf -- I think that last figure is 


Bi as OF Ol. ber eens: 1h bee year 1959-60, 
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107,730,783 Mef, or 84.3 per cent; in the year 
1960-61, 132,362,092 Mef, or 85.8 per cent; in the 
year 1961-62, 143,495,297 Mcf, or 84.3 per cent; 
in the year 1962-63, 160 142,016 Mcf, or 85.8 per 
cent, 

Q. Now, those figures that you have 
just given us, Mr... Tippy, can be compared with 
Exhibit 5, pages 1 and 2 attached to Exhibit C-19-4, 
as shown in the middle of the page under the headings 
"Total Contracted For", and the percentage figures 
under "Annual Load Factor", is that right? 

MR PEP Pas The percentage figure under 
the annual load factor would not relate to this. 
The figures for annual deliveries in each of the 
years under contract would be quite comparable to 
the figures that were under contract in February, 
1957, at the timemor financing, There is one 
slight difference,.if I may --- 

Q. Yes? 

Mi, TiPa: These Canadian markets not 
contracted for here are different, in that, as 
regards particularly to Lakeland, Quebec Natural 
and Consumers Gas Company of Canada --- 

Qe Mr. Tippy, I don't want to get 
ahead to that yet. 

Meee Vs lL am sorry. 

Q. I want to be sure we are talking 


about the same thing. 


Pan: i 
oa a 
i 


cfr i 
¥ a 


Pett 5 


Bor Rp ; i 
- te? ig 7 


; eae 


f i 


Week. prs a 


b Pd , 


haan ‘dhol 


Ady 
p ‘ 


ve ieee no 


eehg 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR, TIPPY: They are approximately the 
same, 

Qe For example, in Exhibit 5 at page 1, 
you show, under "Contracts for Year 1957-58, 
18,378,000,000 and, as opposed to the figure 
which you gave a few minutes ago, of a year ago of 
2(3557,6037, that is the figure to which it is opposed, 
now, is that right? 

MR, TEPPY: That is correct, Mp. Pattillo. 
The reason it is a smaller figure is that the Quebec 
Natural Gas Corporation volume for the year 1957-58 
had been reduced through the time at which natural 
gas is --- 

THE CHAIRMAN: Might we have that figure 
again? 

MR. PATTILLO: 2( midaion. 

MRA PP 9 27567 5637). 

Q. AS opposed to 18 million? 

MR, TIPPY: Yes, \Loys(o. 000, 

Q. Mef? 

Piss TIPry: That is correct, 

Q. And in Exhibit 5, in arriving at 
the 18 million, there are amounts shown as con - 
tracted to Saskatchewan Power Corporation, Plains 
Western Gas and Electric Company and Lakeland 
Natural Gas Company which were not included in the 
estimate of a year ago? 


MR. TIPPY: inet 158 correct. 
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Oi Now, would you please explain this 
percentage figure that you were using a year ago? 

PR: EERE The percentage I gave of 
86.7 for the year 1957-58 was a percentage which 
27 557,637 bears to the total estimated require- 
ments in Mcf east and west of Winnipeg shown on 
the schedule of 31,782,917 Mef. It was a 
percentage of the total requirements. 

ae Oh, I see. So if we were making 
the same comparison of Exhibit 5 in Mr. Orme's 
calculation, we would ascertain the percentage 
of 18,378,000 and to 23,659? 

MR (PLE ae That SLeOrrecy. 

Q. Now, there are a few things that 
are puzzling me heres 

Why would you include, in the figures for 
1957-58, Winnipeg and Central Gas Company when 
they are fighting down there between themselves 
and some other companies as to who is going to 
have the franchise, and we have got a Commission 
appointed, which has not yet begun to sit, and no- 
body seems to know who is who. Now, how are you, 
with any degree of assurance, able to figure. any 
figure for that company in this year? 

Misa PRY: Mr, Pattillo, the figure 
taken in both cases was the contract figure with 
Winnipeg and Central Gas Company and, at the time 


the contracts were entered into, they believed 
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they had the entire market. 

Q. Are they on a take-or-pay basis? 

BIG 2 EP et I would like Mr. Orme to answer 
that. He is familiar with the individual contracts. 

MR. ORME: Yes, sir, they are on a take- 
or-pay basis; the first year, 95 per cent load factor; 
the second, third and fourth, 75 per cent load 
factor, and the fifth year, 50 per cent load factor. 

Q. No wonder that they sent out the 
letter asking for a reorganization. 

Mr. Orme, in putting that figure in, did 
you not make any study of the present situation 
regarding Winnipeg and Central Gas Company, the 
probabilities of their likely getting a franchise 
and their ability to pay in the event that they 
didn't? 

MR. ORME: Yes,| sini: 2 £ook chav into 
consideration, to the extent that Winnipeg and 
Central have a franchise for the greater part of 
Winnipeg itself. The arguments are with respect 
to franchise of some of the outlying parts of 
Winnipeg and some of the adjacent suburban areas. 
Irrespective of who ultimately gets the franchise, 
in these disputed areas,they of course will be con- 
tracted for, and, if they are other than Winnipeg 
Central, they will be contracting for gas in 
Trans-Canada, so the volumes would be the same 


irrespective of who purchases gas. 
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ae Mr. Orme, you have had a lot of 
experience with the FRC in the United States, haven't 
you? 

MR, ORME: Yes, sir, 

Q. You realize that when these quarrels 
begin, it takes quite a while to get them settled? 

MR, ORME: Yes, S12. 

Q. It would not be surprising if, 
because of this quarrel, it was a period of years 
before we knew what the Winnipeg situation was going 
to, be? 

MR. ORME: I think that may well be 
and there isn't any doubt but what it has had a 
retarding influence on the gas load in the Winnipeg 
area. 

Q. Mr. Orme, taking your Exhibit 5 
and doing what Mr. Stewart did, working on the basis 
of five years and then assuming a levelling off at 
that point, carrying through the assumption of 
the permit, what do you say would be the market 
requirements of the various distributors in the 
term of the permit? 

MR. ORME: I don't believe I understand 
your question, Me. (Pattillo. 

Qe Well, what I am trying to get at 
is this: if you take the figures you have shown 
here for the next five years and then draw a 


projection line from the fifth year right out through 
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the life of the contract, assuming neither any re- 
duction nor increase in demand thereafter, what do 
you say is the quantity of gas that is going to be 
required to supply the Canadian market? 

MR, ORME: You mean in so far as reserve 
requirements are? 

Q. No, I didn't mean in so far as 
reserve requirements, I meant how much gas do you 
say they are going to sell? 

MR. ORME: Well, in the fifth year 1 
estimate that Trans-Canada will sell 355,832.8 Mmcf 
of gas, referring to the fifth year, the year 
1962-623, 


Q 


ue 


That includes, however, the Emerson 
market, does it not? 

MR, ORME: No, excluding the Emerson mar- 
ket, the comparable figure for Canadian sales in 
the year 1962-63 is 254,348.4 Mmcf, to which, of 
course, will have to be added a portion of the 
32,348.4 allowance for Trans-Canada Pipe Lines 


fuel and losses. 


7) eptie. wih 


ati Been 


kes. fe 


no Te 


ane) 


rac \ 


as an F ecte 


ANGUS, STONEHOUSE & CO. LTD. 2254 
TORONTO, ONTARIO 


D Q. You, calcusated, that on.a 1O per, cent? 

MR. ORME: That is correct, sir. 

Q. I wish we would use the same language 
in talking about this feed of gas. You have expressed 
it as 254,000 MMCF, that is the same thing as 254 
biLidien cubic. .6eu; 

MR. ORME: eat Mle CORRES ti, 

Q. Now, in making that estimate you have 
not divided the totals between domestic firm indus- 
trial and interruptible. Can you give us any idea 
of the breakdown into those categories of that 
quantity? 

MR. TIPPY: If I might answer that: in 
Mr. Orme's recent study, which is Cc19-4, the sales 
in Canada, excluding certain markets in which Trans- 
Canada is only a partial supplier, are summarized 
on Exhibit 6, and it is possible from that Exhibit 
6 to compute the purchase of residential, commercial 
and industrial sales by years. I have done so for 
the first six years which includes the firsct et 
five years, and I would be glad to give you this, 

SP on hal «1d at summarize them in about 
1 percentage, really. 

Q. fine. 

MA CLE Pes Total industrial -- would you 
like it by years? A general summary? 

Q. No, give us the summary. 


MR) SOLE Ewes Total industrial, including 
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both firm and interruptible industrial, is 61 to 67 
per cent, roughly eeside of the volume shown. 
Residential sales run from 25.9 per cent in the 
Derula "firs year up vos per cent in-tne fifth 
full year. Commercial sales are 13.0 per cent in 
that first partial year, 1957-58, and afterwards, 
start in at 6.1 per cent running down to 5.9 per 
cent in the fitch full-year. A portion of this can 
be looked at another way in the thinking of our 
group having to do with firm, which included residen- 
tial and commercial industrial as opposed to interrup- 
TLOLE s approximately two-third of the sales of 
these first five years and continuing on down. Now, 
it remains much the same on the basis of firm sales 
and about one-third of the annual volumes are sold 
on an interruptible basis. 

Q. Now, Mr. Orme, may I ask you: having 
regard to the percentage figures that Mr. Tippy 
just gave us, are those percentages of anticipated 
industrial sales based for the next five or six years 
on firm contracts signed by the distributors with 
business? 

MR. ORME: In some instances, yes, sir. 
Generally speaking, they are not yet signed but are 
in process of negotiation. 

Q. In process of negotiation? 

MR. ORME: Noo. 


Q. Can you give us any idea of what 
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percentage of this estimate is represented by signed 
contract? 

MR. ORME: NOs wcrc I can give you some 
approximation. 

Q. Thar is alivlL am asking for; I am 
not asking for it..exactly. 

MR. ORME: It will take some addition. [I 
wonder if I could do that for you at the break? 

Q. Oe ete LY te Now, could you tell me 
this, Mr. Orme: what estimates of industrial sales, 
approximately what percentage is west of Winnipeg 
including Winnipeg, and how much is east of Winnipeg? 

MR. ORME: I would say it would be approxi- 
mately 85 per cent to 90 per cent is east of Winnipeg. 

Q. And) can you, tell us, of that 65 per 
cent to 90 per cent east of Winnipeg roughly the 
breakdown between the Provinces of Quebec and Ontario? 

MR. ORME: Could I supply that after the 
break, also? 

Q. All right. Now, the other thing I 
would like to know is, of the Ontario breakdown how 
much of it is in the area north of Barrie and how 
much is in the area south of Barrie? Now, finally, 
in these interruptible figures you have here for 
industrial purposes, is there any amount allowed for 
gas going through Niagara to New York? 

MR. ORME: Note Si pa Therese not. 


Q. Well now, will you explain to me, Mr. 
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Orme, the factors that you use in making this esti- 
mate of domestic sales? What percentage, approxi- 
mately, was presently under contract; how much was 
estimated, and the factors you used in making the 
estimate? 

MR, ORME: The part that is bothering 
me about the question is, how much is under contract; 
I would have to Ean die up if you mean it as between 
customers and Trans-Canada. As.far as the distri- 
bution companies themselves are concerned, they do 
not have contracts. 

Q. No, I am really talking of distribu- 
tors and the amount that you are estimating for 
domestic requirements: how much has the distributor 
contracts for, and how much is pure estimate? 

MR, ORME: IT would have to add that up. 

Q. I see. Well, can you tell me this; 
what factors do you employ in arriving at this total 
estimate of residential sales? 

MR. ORME: The factors vary as between 
the markets and various things shown on Exhibit on 
Generally speaking, I would say that, caking’ Tresl- 
dential, a base used in calculating the heating run 
in the year for new towns, 20 to 22 MCF per. year. 

In consumer areas where they now have an average 
of 20 to 22, that was trended up to 25 to 26 MCF 


per year. In the Quebec natural markets where they 


 z- are presently at approximately 12 MCF, they were 
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trended up to something a little over 20 at the 
end of the fifth year. In the newer markets not 
now served with gas, speaking specifically with 
reference to those in the Northern Ontario section 
md north of Toronto, between Toronto and Montreal, 
the factors of average residential gas is approxi- 
mately 25 MCF per year. 

Q. Now, in employing these factors, Mr. 
Orme, were you using your experience and the develop- 
ment trends in cities and States in the United 
States? 

MR. ORME: That, together with the exper- 
ience of both consumers, Natural Gas Company and 
Union Gas Company. 

Q. And would those areas on which you 
have relied to build up these trends, would they 
have other sources of energy available to them, 
such aS oil, coal and electric power, as we have in 
certain parts of Canada which Trans-Canada is 
serving? 

MR. ORME: NES, Sit. 

Q. In order to get these trends and 
place any reliability on them, must the competitive 
price of gas, as opposed to oil and electricity, 
be in the order as shown in the exhibit we were 
discussing the other day produced by Mr. Tippy? 

MR. ORME: Within those ranges. 


Q. So that, in order for your trends 
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to be reliable, gas must be able to be sold at 
something under the competitive price of other 
fuels? 

MR. ORME: That would be particularly 
with respect to the interruptible industrial gas, 
and with respect to the industrial firm because, of 
course, there are some uses for gas that have ad- 
vantages over the price advantage; and generally 
speaking, in residential and commercial heating 
fields wicas) carikhe Sold at some little om nominal 
price in excess of the competitor fuel. Mr. Tippy 
has already pointed out that when the price gets 
very great it has a very definite effect on indus- 
trials and the residential fuel, non-heating field, 
and price is not really controlling there. 

MRS 3 BER ie MraePattilvo, Lf Domieht: add 
something to that; I think reference to Chart I 
in my Exhibit C19-3 would assist in explaining what 
Mr. Orme said about the relationship between the 
price of fuel oil and gas -- we discussed that on 
Pridayje Inbeiieve: 

Q. This is the first chart? 

Mig er ye: Chante. 

Q. Now, will you explain these various 
charts to me again. The top line is what? 

MR. TIPPY: There is a light line at the 


top of the chart curving to the right and upward 


——__—_ which embraces, as I recall, 80 per cent. That light 
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line and the lower light line embraces 80 per cent. 
As I recall, those points with heavier lines em- 
prace 60 per cent, the text has the exact figure 
in it, the point gain. First they indicate points 
of expected results; for instance, if you would take 
the figure minus 20, which is the line just below 
the zero line, it is a figure that indicates that 
fuel oil retail prices minus average gas rate, cents 
per million B.T.U. The average gas rate in the 
same terms is minus 20¢; in other words, gas is more 
expensive than fuel oil. If you follow that along 
where it crosses the horizontal line, there is a 
figure of perhaps 2 1fe per cent or 3 per cent satura- 
tion indicated, and if you carry it to the Lieht. line 
furthest to the right, that is the lower vent line, 
you may have 43 per cent, which would indicate you 
could expect to achieve saturation as high as 43 
per cent, and you will note there are a few points 
outside that are even higher but they are the odd 
ones; 43 per cent with good sales effort in a mar- 
ket where natural gas has been available for some 
time. In other words, the percentage of saturation 
may range from 3 to 43 per cent, say. 

Q. As long as you continue to have the 
digferentiais in price? 

MR. EPR: Yes, that would be the ex~ 


pectancy on that differential. Now, if gas and 


——— oil were equivalent on a B.T.U. basis you could 
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expect saturation to go up to 50 per cent or 60 
per cent. If gas was priced slightly below fuel 
oil you could expect 100 per eent saturation with 
the passage of time, because ie takes time to seli 
these jobs and have these installations in opera- 
tion. 

THE CHALRMAN: Did I understand you to 
say that if you had a price differential, gas below 
fuel oil, that you would, in course of time, get 
100 per cent saturation? 

MR. TIPPY: That has been the experience 
in many parts of the United States where they have 
had it for a period of time. Time is the other ele- 
ment that comes into the picture. 

THE CHAIRMAN: You mean, the customer 
will buy gas for heat when there is such a differen- 
tial between gas heating and heating by fuel OL 

MA TERE Gs This is differentiation in 
favour of gas we are looking at. This indicates 
that when gas is less expensive than oil, with the 
passage of time it is possible to have all of the 
customers of the company use gas for space heating. 

THE CHAIRMAN: Less expensive? tT under= 
stood the question the other way, or the answer, 
rather. 

MR. TIPPY: I am very sorry. 

THE CHAIRMAN: Perhaps it is my fault, but 


that is what provoked my question. 
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Q. Now, Mr. Tippy, in that exhibit 
you have there in front of you, in tabulation No. 

3, you show where you have compared the various 
costs of the various fields, as you explained the 
last day. You show oil efficiency at 60 per cent. 
Where do you get that figure? 

Mipe cl le Py: These relative efficiencies 
are efficiencies that have become standard in the 
industry in the United States in making comparisons. 
For instance, under oil, we assume oil efficiency 
is 60 per cent on the average in the normal installa- 
tion in the home; gas efficiency is 75 per cent on 
the average in the normal installation in the home. 

Q. So, when these oil salesmen come 
around and tell me they can give me 75 per cent 
efficiency, they are really pulling my leg? 

Mi. LLEP Ys: This is on the average and is 
the result of studies that have been made. It is 
always possible, in new installations, at the start, 
to get higher efficiencies than you will average 
on the whole and, besides, many of these are older 
installations; they are not all brand new. In 
other words, the salesman could be right. 

THE CHAIRMAN: I was wondering for whom 
you were working, Mr. Tippy? 

Mteeerees By the same token, Mr. Chairman, 
75 per cent would be low for a gas installation. 


THE CHAIRMAN: I was waiting for that. 
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| Gentlemen, we will have a ten minute 
break. 
---A short recess. 
THE CHAIRMAN: Carry on, Mr. Pavelilo: 
BY MNS PATTULEO: | 


Q. Mr. Tippy, I am not sure whether this 
ie “your question, or Mel Orme's, yor whether 1c is a 
Combination of bech, but, again, referring’ to the 
tabulation 3 which we were discussing just before 
the recess, where you show oil efficiency at 65 
per cent and gas efficiency at 75 per cent and coal 
efficiency at 50 per cent, and you make the calcu- 
lations you have made on the tabulation in the light 
of these efficiencies: am I not correct in thinking 
that if the oil efficiency and the gas efficiency 
were approximately the same, the prices you have 
shown there for gas would go up correspondingly? 

Mie. Tie eies Prat oMCOrreC tu, 

Q. And, am I correct in thinking, if the 
prices went up, then the projections that are shown 
as to the probable markets would reduce quite con- 
siderably? 

Ma beer IT believe it is the other way; 
it is the equivalent price of gas per dollar. It 
is an up-and-down thing and it is a little confusing. 


Me, Pattillo, im the answer to cour question I 
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should like to revise my answer. I got twisted 
around as to how the calculated equivalent cost 

per MCF would go. If the gas efficiency and the oil 
efficiency were brought to an equal figure, the 
figure of $1.37, for example, in Montreal would go 
to a lower equivalent figure. And if it went to a 
lower equivalent figure and if, in fact, that were 
the proper figure to take, it would mean that your 
competitive margin would be reduced or, if it went 
far enough, could be wiped out, of course. 

Q. Noise, find, that a sittle: dirriculty 
to understand. If you have oil efficiency at 60 
per cent with a price of 18.3¢ at Montreal, and 
you have gas efficiency at 75 per cent, with a price 
of $1.37 --- 

MR. TEEPY: Sim, the Si, 37 is the caicu- 
lated equivalent cost on an efficiency factor. The 
figures are computed figures and it 1s Stree prLce 
of 18.3 for relative efficiencies. If you change 
the efficiencies, it would change this efficiency 
equivalent cost and would reduce it. 

THE CHAIRMAN: Frankly, sitting here I 
am completely lost as to what this table, tabulation 
2 otnuends to.convey.. 42 wonder if Mr. Pattillo 
could go into an explanation of it, as to just what 
it means? Just to put a figure of 18.3¢ for an 
Imperial gallon of No. 2 fuel in Montreal means 


nothing to me, as one of the Commissioners, in relation 
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to the other figures on the tabulation. 

MR. PATTILLO=s Q. Let me try and 
develop that, Mr. Tippy. 

Nea, Undereacvand at, Trom your evidence 
the other day, this 18.3¢ at Montreal for the price 
of fuel oil, in cents per Imperial gallon, is the 
aetirady Orn cay? 

Miu. idee PY 5 ic which Jit as sold to the 
householder. 

Q. In Montreal? 

MR et LEPYs In Montreal. 

Q. Assuming it has an oil efficiency of 
60 per cent and gas has an efficiency of 75 per 
cent, then the calculated equivalent price to put 
gas on exactly the same basis is $1.37 per 1000 
cubie feete 

MR, Par ye Apsoiutedy. 

Q. That is the reason for that, is it not? 

MR. DEPoys: ies, Sir. 

Q. Then you have shown the cost of coal 
in Montreal at $29.35. 

MR. CRERP Ys VeGoo Sit. 

Q. Is that the equivalent price with oil 
Or with ieas, or is it the actual price? 

MR. TEPRY: $09.35 per ton is the weighted 
average price per ton, according to the statistics 
we were able to get for December, in Montreal. 


Q. And when you first produced that coal 
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Pit. Giemcy cl. 5U0L) Poem cent, as opposed to pas 
eliaereney Ols (> oer Cent. a person burning coal 
is paying $1.67 to get the same result as they 
would get from gas at $1.37? 

Mit GRP PY Now Sir, ne is paying the 
equivalent of gas at $1.67. In other words, $1.67 
gas would be equivalent to using these efficiencies 
we have down here, in the case of fuel alone, to 
the cost of using coal when coal costs $29.35. 

THE CHALTRMAN: In other words, put on 
thie: same basis, a householder could afrord to. pay 
$1.67 for natural gas? 

bie EP Pye: Ves. St. 

THE CHAIRMAN: If he is paying $29.35 for 
a ton of anthracite coal. 

Meee Pee Pha 1Surieht. 

MR sce ea talaG ®. What Lf do not under- 
stand, if © have. an ol] efficiency of only 60 per 
cent and I am paying 18.3¢, why, if the gas 
efficiency is no greater than the oil, that $1237 
does not go down? 

MR. TIPPY: It does go down, sir; it would 
go down to, approximately, $1.19, according to my 
slice: rule, 

Q. That is exactly what I want to get: 
$1.19. So, if I am a householder in Montreal and 
the efficiency of oil and gas is the same, having 


regard to the present price of fuel oil in Montreal, 
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I cannot afford to pay any more than $1.19 per 
MCF without paying something extra for gas, without 
Considering cieantiness and al) that sort of thine. 

MBA ADEPE Ys PUreiy ion the pPlce ol pueL 
alone, your conclusion is <orrect. 

Q. Again, may I suggest this: that that 
factor would make a substantial reduction in the 
anticipated market demand. 

Q. Wel loe Sir, these errrclencies and 
these markets have been assumed on the basis of 
experience; if experience should prove to be in- 
correct, there is weight in what you say. I think 
that our market estimates are based, in terms of 
the fact that oil is 18.3¢ per Imperial gallon. If 
that price should change, we would have to recon- 
sider the relationship between the price of oil and 
the markets for gas, having in mind the rates pro- 
posed to be charged for the gas. But as to the argu- 
ments between efficiencies, as to whether it is 
equal or different, that is the argument made by 
the salesman for both the oil company and the gas 
company. at the time it goes in; at the time the sale 
is made, and there is room for argument, as there 
always is, in selling a product. However, I think 
the basic fact of the 18.3¢, in our experience, leads 
us to believe that the markets as set forth can be 
attained. 


Q. Mr. Tippy, may I put this question to 
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you: the Canadian Petroleum Association, in their 
brief, has suggested that it might be quite pos- 
Sible that the ultimate reserves of gas in Alberta 
were in the order of 300 trillion. 

MRe PEL Pies Was that in Alberta, sir, or 
the Valley? 

Q. Let us say the whole basin. The 
evidence is, at the present time, that proven and 
probable is just something over 20. Now, whether or 
not there are 300 trillion cubic feet available here 
Lercenvainiycpreblemarical, is Lt net? 

May PREY: LAGOONS) COLPECT. 

Q. And whether or not this market exists 
in the east, as projected by Mr. Orme, is equally 
problematical? 

MR AEP Ess ine MeL nietement there is 
whether the population of Canada will continue to 
grow as the earlier indications and as estimated. 

Qe And whether or not competitive fac- 
tors, as to the prices, remain the same? 

Nini eras That, Lsrieny, and whether Lt 
can be attached. That is right. 

Q. Do you agree that in a country as 
large as Canada, which has water power, oil and gas 
and coal as sources of energy, that it would not 
be in the interests of Canada for one to become a 
monopoly over the others? 
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If I may elaborate just a little: the only way 
one could become a monopoly over the others would 
be through some kind of government regulation which, 
I do not believe, is even contemplated by anyone 
here in Canada. The element of competition will 
determine where the market goes. There is a strong 
demand on the part of householders everywhere in the 
North America Continent, at least north of the Rio 
Grande, for gas for space heating. It has features 
the public wants; for example, down in the State Ok 
Michigan one company that serves a portion of that 
State has a backlog of requests for gas for space 
heating, at the present time, of 150,000 customers 
and the building of gas pipelines has not been 
sufficiently rapid to meet the market. The question 
of whether a similar situation will develop in Canada 
as gas becomes more accepted, is problematical. But 
the trend is certainly there and the public wants 
it. I think the question will be a balancing ore 
number of very important factors, one of which is 
the desire of the individual, who is the ultimate 
consumer of this gas, for space heating. So far as 
electric competition is concerned, I think there 
will be less competition for electric heating in 
Canada than in almost any place on the continent. 

Tt is a point of economics. As far-as oll is ‘con- 
cerned, it will be a question of how the price 


structures develop as between oil and gas. The desire 
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as [I have said, on the part of the public is for 
gas, even at a premium over oil. Oil is a more 
flexible product and the experience has been, in 
the United States, at least, that the operators of 
refineries seek as a remunerative, as much of an 
end product as they can get, and there have been 
increasing percentages of approved change in gaso- 
line and such higher orices for transportation fuels, 
and tne moving -or- ine residual product. 1, think 
transportation has been the big market that oil has 
sought. 

However, I must say that competition has 
been present, certainly, at all times in house 
heating, but never of the disastrous type, or has 
serious price-cutting taken place. This is, largely, 
because there were other markets, I believe, which 
OL SOUT GO Tait . 

As far as coal is concerned, the ultimate 
consumer, where he can get either gas or oil, will 
take them in preference to coal almost regardless 
of price. Of course, if it gets too extreme the 
difference will put it beyond the reach of the poor 
families in the area, but there is no correlation as 
between whether the householder will choose oil or 
gas--there is no such correlation between coal, 
but the only thing that would make them use coal 
would be some kind of government edict, and I do not 


think that is even being considered. 
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Q. May I ask this question: Lr irs 
Orme's forecast came true, what percentage of the 


market presently being supplied by oil and coal 
would be diverted to gas? 

MR. TEPPY: I do not think I can give 
you --- 

Q. An approximation? 

Mi PEPE Ys --- a basic figure, but I 
would point out one thing at the start: THat- LS. 
that much of the increase of the market, as is shown 
by Mr. Orme's forecast, relates to new dwellings 
being built and to new houses as the country grows. 
It would be expected, if gas is available in the 
east at reasonable prices, virtually all of that 
market, maybe 90 percent or some such thing, would 
turn to gas if 1t were available. As to the 
presently served markets for coal, the residential 
market for coal would be expected to be displaced 
fairly rapidly at the end of five years. iI would 
think a good percentage of the present coal installa- 
tion would convert to gas where the people are able 
to afford the rather modest cost of equipment to 
change to burn gas. With regard to those homes that 
are now served with oil, particularly those with 
recent oil heating installations, our thinking, and 
I am sure Mr. Orme's thinking is the same, that 
you would not replace that oil use until such time 


as the customer had to come to a buying decision to 
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replace his present heating plant with another oil- 
fired plant or gas-fired plant. Assuming a life 

of, LO, Je yearsvor ‘so for an o1l—fired installation, 
after that period we would expect to get a fair 
percentage, at least, of those replacements after 
the 10 or l2-year life installation. We think the 
replacement would be to gas and I believe Mr. Orme's 
study reflects that type of thinking. 

Q. When tet, Just ta °sum upy. your 
figures contemplate, so far as domestic use is con- 
cerned, the complete displacement of ccal in, 
approximately 5 years, and 50 per cent displacement 
of oi) in the lifetime of this contract? 

MN, Ler: As far as the displacement 
Of coal, L think Virtually complete is correct. As 
far as the displacement of oi] is concerned, over 
a period of time we expect to get the saturation 
shown, which you will note on Mr. Orme's exhibit, 
that is Exhibit 8, which shows that we are expecting 
in the 30th year or 31st year -- the last years, at 
any rate -- that as customers the gas companies will 
have just under 70 per cent of the dwelling units 
in the area. Now, the remaining 30 per cent will, 
of course, have to use other fuels because they 
would not be customers of the gas companies at all. 
Then, of the 70 per cent of residential customers 
of the gas companies, 74 per cent of those will 


use gas for heating. This works out to 51.8 per 
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CSG OF a 1 ULtle over halt or wWevdweilinge units in 
the service area using gas for heating at the end 


or 30 years, which is quite a ways Irom a monopoly 


of market. 
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Q. Now, are these figures as to 
interruptible sales to industry in any way depen- 
dent on the ability of the company to sell inter- 
ruptible gas through Niagara to the United States? 

Moe eee 2 Tney are not reflected in 
Me, Orme Te exnipit. 2c all. "no, sir. 

Qe I appreciate the sales to the United 
States are not reflected but I am talking about the 
ability to sell interruptible gas at a price that 
Will enable it to be sold. Is it in any way depen- 
dent upon the company's ability to sell gas through 
Niagara to the United States? 

MEG eek My answer to that would be 
nO, sir, and I would Jike, if you would care for me 
to do so, to tell you what I see in the Niagara 
Sale; 

The Pient to sell cas on a completely 
interruptible basis to Tennessee Gas Transmission 
Company at Niagara is, as I visualize it, something 
OL an. Insurance @gevor, a olus facvor. What it 
means, to me, is that on certain days like the 
Queen's birthday or days when industry is shut down 
and the use of gas is at a minimum, or when some 
major industry which uses gas might be out on strike, 
there would be capacity available for the short time 
in the pipe line which could be sold profitably at 
Niagara on an interruptible basis and under the 


contract as proposed. 
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Whether there would be, in fact, any volumes 
at all in other areas is somewhat problematical. di 
think there might be odd days and weekend volumes 
which would not be substantial. Whether or not 
that sale is made is not the key to whether Trans- 
Canada becomes successful and, while it is a good 
pilus and a Ssbrone che. thav Ps about as far as 1 
can see we should go with it. 

Qe Doesn't that possibility of keeping 
your line filled by this sale to Niagara enable you 
to offer to the Canadian buyer of interruptible gas 
a better price than you would be able to offer if 
you were not able to keep your line filled with 
Chat possible sale? 

Ps 2 a tg DDO, Sit. ee SNS 
such a small factor it is not even being considered 
in these Pigures. 

There esos OL Lien LoLiity in the 
eastern market other than your underground storage 
facilities of Union Gas, and that helps. 

Q. If you do not have this Niagara 
business, then you have got to have storage near 
your capacity markets, don't you? 

Pie eas Tt doesn't relate to inter- 
ruptible markets, sir, but it is always desirable 
for a pipe line to have available to it or its cus- 
tomers underground storage. 


There is a lot of flexibility in serving 
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of a firm market which underground storage can give. 

Q. The only underground storage that 


I know anything about in Eastern Canada is owned by 


Me | LP By: That is substantially correct, 


Q. And the company has not any contract 
Wile UnLOn Ort ts “doess kt? 

Mage TP ey —— INGere cuUlLy 2Ue0oes Sir. ai 
that the contract between Trans-Canada and Union 
makes virtually full use of the storage facilities 
Si UNL OO, The contract, calls for the bulk of the 
annual volume to be delivered to Union in the summer 
time in varying daily amounts which are within the 
control of Trans-Canada up to a maximum limit, It 
provides for a maximum average daily amount to be 
delivered by Trans-Canada to Union in the winter 
period and, further, provides that on any day when 
Trans-Canada requires it for other markets, the 
deliveries to Union can be reduced to zero, 

In other words, the flexibility of storage 
is fully in the contract between Trans-Canada and 
Union, and Union offers storage, in effect, for the 
benefit not only of their own market but to the real 
benefit of the whole line. 

Q. Would you agree with me that if you 
were going to offer to supply the markets as anticipated 


in Mr. Orme's exhibits that you would have to have 
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further facilities than that now available through 
Union? 

Ma, TLPPYs Sir, that is certainly one 
alternative. The other alternative, the one Mr, 
Orme has assumed, is that we would have the full 
use of Union's fields, ‘as contemplated in these 
fisures; but we would still be able to operate 
the line on the original sized load factor through- 
out the entire 30-year period based in relation- 
ship to the elements in the market without further 
storage. 

Gy Me. Coates, I would like to ask 
you this question: 

This increase in the potential market of 
Trans-Canada, as president of the company do you 
COnsSlLder that this should or sheule not. be bulit 
up at the expense of the producer? 

ME... “CORTES ; Tf you mean by "bullt up 
at the expense ar the producer," Mey Patti lio. by 
reserving in the ground proved gas, I would say 
no, £ don't think that is 4 proper way tv should be 
done. 

If you are talking about at the expense 
of the producer as to the price paid for purchase 
gas, we fully expect to be competitive with others 
who would be buying. 
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the company in charge of sales --- 

MR. COATES: | Ves Sais 

O. --- which he gave to the 3end 
Canadian Purchasing Conference at the Royal York 
Hotelsuiie oronvoe on October 4th last. year; and 1 “am 
reading from page 15, where Mr, Craig said: 

"Tt is no secret among the gas producers 

"that we are in the market for more gas. Neither 
"Ss it any secret that we are not going to pay 
"orices for this additional gas that may jeopar- 
"dize any position of the eastern distributor 
"with reference to the price of competitive 
Vruels.. | 

Now, was that statement of Mr. Craig's 
made as representing company policy or was it his 
own personal view? 

MRP SCOsTES ? it ts his own personal view, 
Sige T think that can be taken in two ways. Lt 
can be taken in at least two ‘ways. 

Q. Welly Dwi. sive you my =incer- 
pretation of it first and you can give me yours Bis 
you do not agree with mine, T construe that as 
meaning that at all times the company is going to 
keep the eastern distributor competitive with oi1 
and coal and, therefore, there is a top ceiling as 
to what can be paid by the distributor at the end 
Of the live; 
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MA ee COATES: I think that is correct, sir. 

iL Coin that 1s. the position we found ourselves in 
woevner Mr, Urals saddeit or not. that we must-be«com- 
petitive with other fuels if we intend to develop ad- 
ditional markets. 

Q. Tia oiS, Af you intend to try and 
get all of this market or of these markets which Mr, 
Orme wants you to do? 

Di CORT Bo. Well, we didn't know about Mr. 
Orme's markets at the time this was said. We do 
expect and hope to get as much of the market as Mr, 
Orme has spoken of as we can, because we feel it is a 
conservative market estimate and, if the market wants 
the gas, we propose to make every effort to deliver it 
to them. 

Q. But you don't think that the whole 
burden of keeping this price to the distributor com- 
petitive should fail on the producer? 

MR, COATES: NO, .sir. | donty think sie. saould 
fall on the producer. I think it is necessary that we 
are able to purchase gas that.we can transport to the 
markets and sell competitively and, if we cannot do 
that, the producer does not have to sell us gas. 

L would like to say one, Thing furiber in 
that regard: if there is any feeling that we expect 
to have any sort of protection from governmental bodies 
to force the producer to sell his gas for less, then 


that is a mistaken idea, because we certainly do not 
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expectetoido that; We only expect to survive if 
we can be Sat pee 

Ory Would you just answer another thing: 
you heard Mr, Stewart explain the stage method this 
morning where you cut in at different years with 
additional quantities? 

MR. COATES: Vesela SL i 

oe From your experience in the gas busi- 
nessmand' gas transmission business; is that; in your 
opinion, wthe proper way eto rdosi1t? 

MR. COATES: Yes, sir, that is the proper 
way to dotit, It is the way that we in Trans- 
Canada think it should be done and certainly you 
have to depend a great deal on trend of development 
if You aré going to support a mipe line in an area, 
whether it be from Alberta to Eastern Canada or from 
Texas to New York; you have got to look as far as you 
can into the future to determine whether or not it is 
a good risk to spend the amounts of money which are 
necessary to build transmission facilities, gambling 
somewhat on the fact that there will be continued 
development. 

The only time we feel it is necessary to 
be tied up at any particular time is in the gas that 
is necessary to have under contract for financing 
purposes. 

Q. That is just what I was going to come 


TO", On the basis of what Mr. Orme forecasts for 
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the next five years in his exhibit, and where Mr, 
Stewart says that for Canada alone it will require, 
if you assume the flattening out after the end of 
Chie LtLun year, an additional 2.5 trillion, you. do 
not contemplate that the producers in Alberta 
should be required to set aside that 2.5 trillion 
for, your purposes right at this moment? 

MR. COATES: NG), (Shes Wwe dO; now, We 
contemplate that we are able to purchase on the 
basis on which the figures were broken down further 
as to two stages in the next five-year period; that 
rey L.c urliicon berore, November’ or 1959 and 1.5 
trillion additionally before November of 1961, 

Qe So that --- 

MR. COATES; So that we would hope and 
expect, if there is any possible way to do it, to 
purchase 1.2 trillion feet of additional gas under 
a 25-year contract, to obtain the necessary per- 
mission to remove that from Alberta and use that 
in financing the facilities necessary to move that 
1.2 trillion to market as the market takes it. 

Q. So you would say that this Commis- 
sion, inquiring into the advisability of permitting 
the export of gas from Canada, should and could 
properly take into consideration the trend ni 
development that has occurred within the province 
and could assume that that trend of development is 


probably going to continue and that it is going to 


ANGUS, STONEHOUSE & CO. LTD. 2281 


ae = 
yee = | By “Ay pen wes 4 
- OF ae ee wees 283 


Fidiicnd Oy oe 


4. 
va 
ae 
ae, 
a) 
in 
ro 


Sere "=¢ ve 


Pi Pcear 


pene rat Was 


are S' ae * ciao ee 


P i 
os 
bes f f 
' 
Ne ees: } 
Pe exe! a a ‘ 
; oo ry 
j NV: 
t = | 


Sacra Fie ae Lo 


fines Wioetn 6 0a le Sea ee 


het oto > 


Paoe 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


be adequate to take care of your future requirements 
as projected here? 

MR VCOATES* Wes wseotie, © “bate Cae ea, 
fair statement. I think it is essential that you 
give consideration to trend. I cannot conceive of 
ate ao tice uk rere sey TSO, OL Saying Co the 
producer that he must develop and hold in readiness 
eiwayvsr, Lor "a sO-vear periods a. supply "or gas that 
may or may not actually be attached, Ci svigislk glare Mala a’ 
order to encourage development, the market needs to 
depend on the trend of development to satisfy it. 

or, iiank “you, Me. Coates: that is ali 
I want to ask you, at the moment. 

Now, Mee Tippy; a would iake to have you 
explain, for a moment, if you will, the rate struc- 
pure OL tle Compan toOLSs bUuSiMesSs of zone rates 
and how the question of zoning rates is affected 
by individual negotiations. 

Bi emisle  al SaNa Me Papua lilo, EL belveve Mr, 
Orme has been much more close to these matters of 
the rates of Trans-Canada than I and, with your per- 
mission, I would like to have him respond. 

1M a Og ts a Would you repeat the question, 
please? 

Q. I would like you to explain the 
rate structure of Trans-Canada which, I understand, 
is built up on a zone basis; but I would also like 


you to explain, in a comment which I think you made 
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tie Nother day, acevo the sales of industrial gas 

ae a resus Of Indi vadval nNecotiatbions, and Indo 

not’ understand how that’ iits into the zone structure 
PLCeUre ; 

MR, ORME: Well, the individual negotia- 
tion that was referring to was the individual 
negotiation by the distributing companies with a 
particular customer. In so far as Trans-Canada 
rates are concerned, it has two or three rates for 
gas which would be bought and sold by a distributing 
company on an interruptible basis. 

The lowest of those rates is what is called 
the Aoecess rate, access cost rate, which nas. no 
guarantee of service at any time. In other words, 
it is the lowest priority gas,on an if-as-and-when- 
available basis. 

Then the company also offers -- and this is 
true With respees. TOIL of Tre rave zones == off- 
peak rates, which are firm during the summer periods 
for whi ch the veges Ws available formeelivery. There 
are two or three of those, six months firm, seven 
or eight months firm and nine months Tiym; “end; .as 
the period of the firm obligation becomes greater, 
of course the price becomes greater also, 

The company's rate structure is what is 
known as a zone rate structure as opposed to an over- 
all system single rate. The level of the zone rates 


in the various zones reflects the elements of miles 
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of haul and weighted average distribution of demands, 
as well as the annual quantities. in other words, 
Mioes ive eliiect to all of suhe: factors which do 
affect cost of delivery of gas. 

Qe Would you explain how these zones 
are set up and the theory of the zone rating as 
opposed to individual rates for individual distri- 
butors along the line? 

MR, ORME: The Trans-Canada system is 
divided, for rate purposes, into the following zones: 

There is the Saskatchewan zone, which 
covers all of the Province of Saskatchewan as tra- 
versed by the Trans-Canada pipe line. Then there 
is the Manitoba rate zone, which covers all of the 
Province of Manitoba which the Trans-Canada pipe 
LOS Porosees . 

Then there are two ee zones along the 
pipe line, coming easterly from Manitoba, the first 
of which is the so-called northern zone, which, of 
course -- pardon me, the western zone, rattrer, which 
extends from the Manitoba border to a point approxi- 
mately five miles east of the Town of Geraldton. 

Then there is the northern zone, which extends from 
the end of the western zone along the company's line 
tor dust. south ofpNorth Bay, at which point the com-= 
pany's central zone. commences. 

The central zone includes all of the 30-inch 


main line down to the Toronto Junction, along the 
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e4-inch line from Toronto Junction to Sheridan 
Junction and along the Niagara Gas Transmission 
line to Niagara Falls, to the border. 

The central zone also includes the 20-inch 
line from Toronto Junction going towards Montreal, 
up to a point approximately five miles east or 
northeast of Bowmanville, Oneario. and’ au that point 
the company's eastern zone commences and includes all 
of the rest of the portion of the Province of Ontario 
served by the Toronto-Montreal 20-inch and also 
includes the present contract of Trans-Canada with 
Quebec Natural Gas Corporation at Montreal Island. 

Ottawa is also served by a lateral which 
ispalso Aneluded 4m the eastern zone. 

Qe Now, just take the eastern zone, 
tO Lilustra tex Pome nocrstvand 1t,.it begeins Just 
beyond Bowmanville? 

MR, ORME: ToaeeLs correct. 

a And runs through all the way, as 
far as your last distributor is concerned? 

MR. ORME: ves. 

Qe And that is a distance of some hun- 
dreds of miles? 

MR. ORME: I would think it would be some- 
thing insexcess of 200 miles. 

Q. Does the same rate prevail in the 
whole of the zone? For instance, can a person in 


Kingston, which is about 100-odd miles to the west 
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of Montreal, is he paying the same cost, is a dig- 
tributor there paying the Same cost as the distri- 
butor at the City of Montreal? 

MR, ORME: hat 1s correct, sir, 

oes How is that figured out and would 
you explain that weighted average and all the rest 
le tages ik vat Why is there no differential when you have 
that much further to haul it? 

MR, ORME: Well, you cannot have, from a 
practical operating standpoint, a separate rate for 
each individual customer. That has been found, by 
experience, if the Staces, We did used to have 
that originally when we had our first natural gas 
pipe lines that were built in the United States 
and that was before any federal regulation. We 
did have differentials as between towns, which was 
a cause of considerable argument between the pipe 
line and its customers, wherein one town would claim 
that another town had an unfair advantage over it 
in whe way of "Cost of gas and “So forth, so che 
trend has been to fix rates by zones or a group 
of distributing companies rather than as between 
individual customers. That practice has been 
followed also by the Federal Power Commission in 
its federal regulation. 

Q. Now, will you explain to me, for 
instance, Bowmanville is so many miles from the 


Saskatchewan gate, and you transport your gas so 


ive: ees: ee | 
bait: ho 


~ | | ae 


Lid J ' * 


| ' | \ LB i i : ty » : i 
ry Pia ea winks fea 4 


‘ i 
awk, ee A A a é a fy Wag aw 
ieee ie Hh oe Bie COORL TY P ae Ceo, 


4 L an , 
cba : hits te Re! te 


ve a ites: 2011 DETR EME ‘Sauk ia 


mr es: UW 18/8 Pee ee ed) Os 
; ‘aa alias ‘we on . 


Ly at : i 7 An 4 baer 
: a f Ba Nes ’ 4 & 3 en ss adie Sale hye te 


: ie ‘e ey rae i } 
Sy Oe cor a Ee Oot 2s gene rs ST CEU 
sea SI NE eee Tas i a 


a, ee q - 


LE ce , gal 
‘ M, os dh wat 4 \ 
Theo 16 DAM a la 2 es ‘ ° 
7 | i Nae : a OL: Hc aie aap: k at 
¥ - = ft 
{ 
h 
{ ’ 
j i al! « 
{ - ' 4 H 
Vie okt | ed hen wi , 
" ee ae ect. 
id og 
‘ : ’ 
x { j f J ye ies eas 
A & The # 
was) eae a i oy ae 
1 
5 i ’ 
Us Tae tT; if rR osu 
ite Ce 
’ ' . ; 
Sh a jactiachy i ) pale ‘ & 
ae i ? 
ue - 


ei! 
iy) ; Ae 
ee he Pai mes #1 Ol Be i 
| i? ) 
ae reset an hey hie a aay a aa 
nt ie Riera St v Ag ba . 5 Bey f es a3 
‘ 2 ye E é sy e 7 Paar a4 F, 7 fl oo 
‘em rae ee : y dor Qe see ee cas 
A iy a ie xe pan Bae, Seah a Us, a ; 7 fs a . i sie 
vibes Pe eee Lh es pe, a 8 Se ye rere 
OR ices. 4 Paes li Aah ald Ne ha ek dard | cima «teh bs!) yan. he 
fwiod Mia Belt: Marty AMC. 0m heen ele judith, 2 


hekis Liege Lf eect * a? 


TED Meer tee oe apo yl sap cc) ihm <a ee j 


i tirade ei ae hetaiamts 2 ed tia pais nm 
. 
. 


J “ rr a 2 at Cee 5 boss i 4 a a) 
; : cp eh Si bg Rar oe os iby beans apna ; pia J 


Seem VNR a or eal ae 
i ae Ee} Big tte 4 Cree 


eee 


ee 


j 4 ~ , 


CeOr 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


many miles to get it there, When you are deter- 
mining your. zone price, do you figure on that mileage 
and stop, there; ,or do you take the mileage that is 
included from Bowmanville to Montreal, which is the 
end of the zone, and take that into the picture? 

MR, ORME: NOgniSi Ps Rather than either 
the beginning of the zone or the end of the zone, 
rather than either of those, what is taken into 
consideration is the medial mile, representing the 
best estimate as to what the weighted average mile 
haul will be within a mileage zone. 

Q. And that is what you mean by these 
weighted averages all the way through? 

MR, ORME: That. is correct. 

Q. So when we come to consider, as we 
are going to in a few minutes, the Emerson contract, 
when you are determining the cost of the Emerson 
contract, you would weight right through to Montreal 
all the Canadian sales and weight the Emerson con- 
tract merely from the Saskatchewan gate to Emerson 
and compare the two, is that what you do? 

MR, ORME: Not exactly. Lt tenay 
expdain wie Patel lio: 

In allocating an over-all system cost of 
Service as between the Canadian sales and the sales 
at Emerson, what we have done, we have classified 
the system costs of service as between demand 


costs and commodity costs following a classification 
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that the Federal Power Commission approves and then 
allocating those demand costs between the Canadian 
Sales and the Emerson sales on the basis of the 
respective ratios of their demand Mies (Whig ea 

is arrived at by taking the demand a0 Cac andivl< 
dual delivery point and multiplying 26 by the 

demand at this point to come out to the total demand 
Mile for the system, 

Then the demand costs of the system are 
allocated as between Canadian sales and Emerson 
Sales on the basis of their respective ratios of 
demand miles, 

Likewise, the commodity costs are 
Similarly allocated as between Canadian sales and 
the Emerson sales on the basis of the ratio of 
their respective annual miles or commodity miles, 
agS we call them, to the total system over-all 
commodity miles. 

Then the two allocated costs, demand 
and commodity, are added together to arrive at 
the final cost, the total cost of service to 
Canadian sales and the total cost of service to 
Emerson sales, 

Q. is une Pesulo of that calculavion 
this, Mr. Orme, that all of the sales made in Canada 
east of Winnipeg help to reduce the cost in the 
company's calculations of putting the gas into 


Emerson? 
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MR. ORME: No, sir, the reverse of that 
is true, that according to the exhibits which we 
have prepared, the effect of the Emerson sales is 
to reduce the over-all unit system cost of service 
below what they would otherwise be without the 
Sales, 

O. Now, then, is the real reason for 
that the fact that under the agreement with the 
Federal Government the portion of the line that is 
owned by the Government is rented to the company 
for a rental based on the sales east of Winnipeg 
and bear no relation to the sales to Winnipeg or 
west of it? 

MA ORMES i think the answer to that 
Ls wes and no, fir, Patti ito, 

In so far as the rental on the Crown 
Corporavion section, of course 10% 1s based entirely 
on throvenpur of cas or @25 sold east of the Crown 
Section or than ie sold alone the Crowd section, 
so that rental would not be paid on any gas sold 
by Trans-Canada to Emerson, because that gas 
would not go through the Crown Corporation. 

However, in the allocation to total 
system cost of service I was referring to, which 
we have prepared, those Crown rentals were taken 
into consideration as one of the total system costs 
of service, just like operation, maintenance, 


depreciation and return and were allocated to all 
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Pee. 


sales, including the Sales at Emerson, even though 
such sales would not use that portion of the pipe 
Levies, 

oe. RA LO: I think this might be a 
SOOCdh “OOLNL Bo -acwourg alr, Chairman, and after 
ijunch I propose to have Mr, Orme put in his 
exhibits, and theytwoomatters 1 wish to deal with 
after lunch are the Government contract and the 
Emerson contract. 

BM Regie ll pak May I be permitted to correct 
some earlier figures which I gave? 

On Friday I was looking through some 
working papers to get you ae equivalent cost of 
space heating for space heating installations in 
several towns in Canada. Live Ti ouresal save, yous 
intone, inetances, wemeysiichtiy incorrect... based on 
an incorrect computation; and, in another instance, 
they included not only the cost for heating but 
also the cost of equipment and water heating as 
well, 

I have the proper figures which I can now 
give, it. you wouldidake to have them now. 

Ming ave Leno: Well, we will read them in 
right after luncheon, 

HS peed OE Sa SNe Very good. 


---Whereupon the hearing adjourned, at 12.19 p.m., 
Mt 10 oe ih. 
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=e Ceosmiine at 2.00 Dim, 


THE CHAIRMAN: The Commission will now 
resame Its hearing. 

Ne Faveli lor 

Ma PROV TEELO s Thank you, Mr. Chairman, 

Q. Mr. Tippy, before we resume this 
afternoon, there were a number of questions that I 
asked this morning, particularly before the morning 
break, on which you wanted to do some calculations, 
and I wish you would put the result of your calcu- 
lavLons on the record. 

Ms, PEs You asked, as . recali., one 
GUssULOM as bo he industrial gas tnvchis line: 
what percentages there were in various areas and 
taking the year 1962-63, which is the last of the 5- 
year period, the percentage of industrial gas in 
annual volumes west of Winnipeg works out to 4 1/2 
per cent, and of the 95 per cent east of Winnipeg, 
your next question was: what percentage of that gas 
goes to Quebec and what percentage goes to Ontario. 
The gas east of Winnipeg, 26.7 per cent goes to 
Quebec, and 73.3 per cent goes to Ontario. Now, of 
the gas that goes to Ontario you further asked what 
proportion went to markets north of Barrie and 
what proportion to markets south of Barrie. Markets 
north of Barrie, I understand, it is the Northern 


Ontario Industrial Gas Companyivsl.2 per cent or the 
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gas to Ontario goes north of Barrie and 68.8 per 
cent of the gas to the Ontario markets south of 
Barrie. 

Q. Thank you. Now, just before adjourn- 
ment, just before lunch you were wanting to read in 
something. Would you do that now? 

MR (OLE Pee: I have a very brief tabula- 
tion Of two, columnecof figures: ..the general heading 
is "Central Space Heating Installations, Gas Only." 
The two columns are headed: "With General Service 
Sales" and "Without General. Sérvice Sales’. I 
havewshree Jines in, the: tabulation: the first is 
Winnipee, o5¢ -- $1.13. The next line is Toronto, 
$1.15 -- $1.44. The next line is Montreal, $1.28 -- 
$1.41, 

Those replace the figures that I gave you 
from working papers on Friday. 

Q. Thank you. Now, I would like to ask 
some questions regarding the portion of the pipeline 
owned by the Crown. 

MR. McNEILL: Since you are going on to 
a new subject, Mr. Pattillo, I wonder if this would 
be an appropriate point on the record Simply to 
clear up two small matters concerning the evidence 
of Mr. Stewart and Mr. Horte on Friday afternoon? 
Various questions were asked and answers SLVED. st 
think it became apparent there was some misunder- 


standing as to what was sought and the tabulations 
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we have filed this morning were to clear up the 
answers and the eee ear on the ground that was 
covered at that time. I assume it can be taken 
that the tabulations we entered this morning will 
BervVesseiLalcorrection Of the transcript as it 
appeared on Friday, 

Q. That will be correct. 

MR. McNEILL: The icecond thing, sir, on 
Friday one of the things you asked Mr. Horte and Mr. 
Stewart to produce was a tabulation in percentages 
of the types of gas we have under contract; that is, 
associated! gasi andi sovonwe, Li you want to put it in 
at this time --- 

Q. Yes, 

MR. McNEILL: --- it is available, and was 
available Mhismerniae. 

Q. Thank you. I would like to have that. 

MR, HORTE: Of) ties reserves under con- 
tract, the calculations show 34.8 per cent of those 
Bas reserves are classified associated gas reserves; 
reserves in association with oil reserves leaving 
non-associated gas of 65.2 per cent. You asked in 
connection with what percentage of the reserves 
under contract to Trans-Canada would require proces- 
Sing forthe removing of hydrogen -sulphide or ore 
condensate. A study of this indicates 36.6 per cent 
of the reserves under contract to Trans-Canada con- 


tain hydrogen sulphide and/or condensate. 63.4 
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per cent of the reserves could be classified as 
dry gas reserves. That is all Ihave as an explana- 
tion for those two questions. 

Q. Thank you. Have you something else, 
Mr. wiche we ye: 

MR. McNEILL: I do not want to interrupt 
you; I know you have a plan, but if you are leaving 
markets, there was one further study which Mr. Tippy 
prepared. It is a comparison per capita of Canadian 
natural gas as between Alberta and the remainder of 
Canada as the latter is reflected by Mr. Orme's study, 
and we would like to tender that at this point in 
Whesrecora, 

Q. That is the graph 359/61 titled "Annual 
Per Capita Consumption MCF."? 

MR, McNEILL: That 359/61 is simply the 
key number of the type of paper it was drawn on and 
has nothing to do with the witness' study, which is 
a comparison per capita of Canadian industrial gas 
requirements. 

Q. May I have that marked? i, Goin chile 


becomes C-24-6, 


-~--EXHIBIT NO. C-24-6; Comparison per capita of 
Canadian industrial gas 
requirements. 


Q. And the object of this graph is to 
Show that Alberta, which has been using gas as a 


source of energy for many more years than the rest 
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of) Canada, as; a) higher per capita consumption 
than you are meoneee ine for Bastern Canada? . 
PSU aged NS og af Ae Via 2s. COTrect.,. and. that 
iieide be a COnuLNnuation. 
Q. Is there anything else, Mr. McNeill? 


MR. McNEILL: Noweat val earpoint, Sie, 
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MR PATTULLG: Q. Now, who is going to 
tell us about this contract with the Government? You, 
Me, Coates? 

PR CORTES = Nes; car, 1 think Deshould, 
perhaps. 

ee As 1 understand it, according to the 
volume which you have filed with us, headed "Contracts 
other than Gas Sales Contracts", the original agreement 
between Her Majesty the Queen in the Right of Canada 
and the Trans-Canada Company was dated the 2lst day 
of November, 1955? 

Mn, COATES: that Ls correct, sir. 

Q, And that is just approximately the 
Same time that we have Tennessee Gas Transmission 
getting into the scheme? 

MA, COATES: Yes, sir, I believe November 
ist was the date that they -- the first time it was 
in as an interested party. 

Ox How long before the 21st day of 
November, 1955, had you reached an oral agreement 
with the Government that the Government would enter 
into this agreement? 

MR. COATES: SLY, Lidon't vecaliechne esac. 
time but it was some several weeks prior to this. 

Q. Would it be fair to say that when 
Tennessee agreed to come in, they knew that the 
Government was going to build a portion of the line? 

MR, COATES: Ves,, ir, 2 think ther ws 


Par, i gust..can't recall dates. 
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Gla And notwithstanding that, for a 
mere guarantee of pipe, Tennessee got everything 
that we have heard they got? 

Ma sCOATES: Yes, sir, 

oe Now, would you please tell us about 
this agreement and what the essential terms are? 

MR, COATES: The essential terms are 
that the --- 

DW Ce his Mr. Patti ilo... you, rea la ze 
that this agreement as filed has had numerous amend- 
ments and supplements to it? Now, as Mr. Coates 
POSS cough. Co youewant 10 aS 1G is cr as it 
developed? 

Me 2 oC’: As it developed, 

Qe We will take the first original 
agreement and then go to each supplement so we will 
DEINE Lt Upato. care, 

MR, COATES: The first.and one of the 
very essential features of the contract was that 
the Government of Canada indicated its willingness 
to construct 675 miles of 30-inch high pressure 
gas pipe line extending from the Manitoba-Ontario 
border, running along the Trans-Canada highway to 
Port. Arthur and Fort William and thence north along 
Highway No. 11 to a point near Kapuskasing, Ontario, 
and the pipe line was built on the design as laid 
down by, Trans-Canada: sa that 1% would fit in with the 


remaining portions of line that were adjacent to it 
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on each side; it would fit in in so far as the 
Operavlons-or such ee were concerned and 
would be one integrated pipe line as a CesT. 

The pipe line was to be built so that it 
would transport not less than 300 million cubic 
feet of gas per day, It was necessary that 
Trans-Canada be able to demonstrate that it had 
constructed or would construct the sections of 
line that joined with the Crown section and that 
the pipe line of the Trans-Canada System as per- 
mitted by the Board of Transport Commissioners 
would be carried out. 

Now, there was an estimated cost in the 
original arrangement wherein it was estimated that 
the project, as designed, would cost $117,633,000. 

Q. After the line was completed by 
the Crown Corporation, what were the proposals; 
wnat was to be the operation? 

Mi. CORDES: Sir, do you mean how the 
pipe line was to operate? 

Q. No, what I mean was: title to the 
line, when it was complete, was to remain in whom? 

Ma. COATES: Was to remain in the Northern 
Ontario Pipe Line Crown Corporation. 

a) And who was to lease it? 


Ma CORPS Trans-Canada Pipe Lines 


Limited was to lease it. 


Q. For a period of how long? 
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MR. COATES: For a period of 25 years. 

om what was the rental to be? uals 
Re Oi Wed ap merc TS es Sot ekey campers 

Mh. COATES: Vesy i Can vtind Le, sins 
but I was glancing over it quickly to refresh my 
memory. 

dhe lessee will, at ite own eost and ex- 
pense, operate and maintain the said line, pay all 
municipal taxes and assessments, pay to the Crown 
Corporation a monthly rental equal to the number 
of Met of natural gas actually transmitted by the 
Northern Ontario section in the preceding month, 
multiplied by the transportation cost per Mef as 
hereinafter provided. 

Ce And what was that transportation 
cost? 

Mie KOO Riot thet. GPpansportvacion. cost 
will be the amount per Mcf if the line was operated 
for .one year at two-thirds of the initiallly de- 
SLened) Cane cmc, That..bs two-thirds. of the 
S00) Tian. 

ould yield an amount in that year equal 
to 46 per cent of the capital cost to the Crown 
Corporation on the Northern Ontario section, 

Oe And what cid: that worl. out, to, in 
cents. pen iere 

MR. COATES: Well, there was another 
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Gre ne ok OG 
MRe CORTES? --- that needs to come in 


before we get to the cents per Mcf. 

6% Right, 

MR, COATES: Depreciation at 34 per cent 

at tne - cost of Gee Gepneciable assetc, 

Q. That was to commence when? 

Mn y "COATES: I believe I had better read 

that: 

"Commencing in the fourth full calendar 
"year of the term of the lease and for each 
"calender year thereafter, to pay to the Crown 
UCOPpOPatTLON, “bye way~orean additional rental; 
‘the amount by which, in said calendar year, 
"the revenues of Trans-Canada exceed its 
"operating expenses, including its cost of 
"operating and maintaining the Northern Ontario 
"section as required under the terms of this 
"agreement, 

"Interest on bonds, debentures and other 
"outstanding debts and obligations and depre- 
"elation at 33 per cent of the cost of its 
"depreciable assets. Such additional rental 
"not. to exceed, in any event, one per cent of 
"the said capital cost of the Northern Ontario 
"section and to be payable only to the extent 
"necessary to bring the accumulated total of 


@) 


"revenue payments under subparagraphs 3 and 4 
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"to an amount equal to 7 per cent ao annum of 
"the total capital cost from time to time in the 
“Northern Ontario section, together with interest 
"accumulated at 34 per cent per annun, compounded 
"annually, on the net deficiencies below 7 per 
“cent per annum on any preceding period." 

Qs Now, did that mean, in effect, that 
the maximum that you could be required to pay was 
that amount which would yield to the Government 7 per 
cent on its capital investment? 

Mi COATRS: Ves, Bie, 

ot Plus interest at the rate of 34 per 
cent on any deficiency in any one year on that amount? 

MR. COATES: Yes, Sir, Ghat was the way 
the Mcf throughput was arrived at. 

Q. NOMewecan you @iye us, ab that point, 
what you people calculated that was going to cost you 
periiiel? 

MR. COATES: OPES “fee “Centaeperswer of 
the original cost, and, of course, if the pipe line 
facility is used to transport more than the 300 
mMiLULTOnVBeet pervidays thev/,.2 cents still holds, 
SOCLL weugo voesOOemi lion per day and pay (.2 cents, 
it would be something in excess of a straight 7 per 
eent. on thehorivinal cogs. 

Q. Was there any agreement in the 
original document whereby the company could purchase 
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MR. COATES: EER Gokame Meets company and the 
Crown agreed that Trans-Canada could purchase the 
facility at any time from the date of the lease 
during the 25-year rental period at the depreciated 
cost of the property. 

Q. What did you figure it was going 
to cost you to operate this line for the first three 
years before the second clause came into effect? 

MA, COATES: Do you mean per Mcf of 
throughput? 

Q. Nea, 

MA. COATES: Wel CS Wee omen figure 
would be the cost of whatever fas was transported 
through the line, 

Q. But, as I understand this agreement, 
for the first three vyeare 217 you were going to pay 
was the cost of transportation, and that cost of 
transportation was to be calculated on the basis of 
the line operating at two-thirds capacity and 
yielding to the Crown a 45 per cent return, Fol- 
lowing the end of the third year and commencing the 
fourth year, then the rental changed so that the 
Crown would receive, in ertecG, a / per cent’ return. 

Is that correct? 

MR, COATES: I believe so. I believe, 
Mr, Pattillo, that the depreciation and the interest 
to the Crown started from the first year; that the 


additional one per cent that may be chargeable by 
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the Crown commenced in the fourth year, and that 

was to commence in the fourth year if there had been 
a deficiency accumulated in either interest or de- 
preciation by reason of not enough gas passing 
through the line at 7.2 cents per Mer. 

Q. What I am trying to get at is what 
it costs you for the first three years as opposed 
to what it is going to cost you thereafter. 

MR. COATES: Well, it does depend on the 
deficiency and we have to figure out what the de- 
EvCreney 1s, 

I think Mr. Tippy has some figures in 
Phe Ori einel Teseuoiucyeeporty Me, Patti lio, 

NEL. Thee es Mr, Pattillo, the complete 
computation we have on the Crown rental appears in 
the economic feasibility report, volume 2, in 
Appendix A to the February 6, 1957 review, Exhibit 
SPR, Schedule 5; Plan? 

This shows that on the basis of the volumes 
and the cost estimates that were involved in this 
feasibility ‘study the first parv of the rental as 
provided by the formula would work out to 7.208 
cents, as Mr. Coates has just referred to, in all 
the years, and that only in the year 1962, in the 
way the formula operates, was there any additional 
rental based on the one per cent of $120 million- 
odd, which came out to $1,200,000, as is shown 


under the twelve months ended in 1962, and that 
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that deficiency was specified in that year so that 
Vie OLO Wane Pn re eee per cent provision did 
not have effect. 

Tie 2s a compiucaved computation and, if 
any one of the elements varies, it isa rather in- 
volved to track through. 

Qe Woavy-L am tUryine to cet AL, Me, 
Coates tant Do, Tipo ww 2s (ons 

is theve wa period in the lifetime of this 
contract that it becomes very much in the interests 
of the company to buy this part of the line built by 
the Crown rather than continue to lease? 

MR, COATES: Os 2 Ment 86 On wi tn “some 
other provisions in the contract which would tend to 
answer that question, I believe. 

Q. Raga, 

NR OCA rae. if you would look at page 7, 
section 8 of the contract: 

Notwithstanding the provisions of Section 
{fs waich have to,do with rental, Trans-Canada’ shall 
not be entitled to purchase nor shall the Crown 
Corporation be obligated herein at any time to sell 
the assets and facilities comprising the Northern 
Ontario section (a) before the Crown Corporation 
has received, from the date of completion of con- 
struction, an annual return of 34 per cent on its 
invested capital and outstanding capital obligations 


as hereinbefore set out; (b) at a price less than 
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the amortized capital cost of the Northern Ontario 
section, which shall be determined bY applying, at 
the date of completion of COMsvcuUctuLoOn, tie total 
capital cost from time to time amortized at the 
rate of 35 per cent per annum, plus interest 
thereon compounded annually at 34 per cent per 
annum, and (2) 70 per cent of the Capital, Cogt ar 
the Northern Ontario section at its Ua linda — 
Signed capacity as defined in subparagraph 3 of 
paragraph B of section 6, whichever is the higher 
amount. 

Q. Now, does that, in effect, mean 

ai: 


this, that the rate of depreciation was to be 53 


per cent per annum? 


Q. The Crown only wanted to get its 
depreciation and, provided it got its Veprec ali on., 
then you could buy at the depreciated cost? 

MR. COATES: Got its depreciation and 
all of the interest that was due on the property 
during the time, 

Q. Well, the depreciation is 34 per 
cent per annum and all they were asking was 34 per 
cent per annum, which would cover the depreciation. 
But if you did not pay the depreciation in any one 
year, then they were going to charge you a rate of 
interest of 33 per cent on that deficiency? 


Mn. COATES: That Hs Correct. 
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er And you could buy, provided you 
paid the depreciated cost at any time? 

Diet GOR TIED ¢ Until it was depreciated 
LO (0 perplvcent of 106 orieinal cost, av which time, 
for purposes of purchase, 1t would depreciate no 
further. 

OQ. So if you wanted to make the best 
deal possible, you have got to buy before it gets 
to a depreciated value of 70 per cent? 

MB COATES? iat 18) scorreet , 

Q. BiGenr. Ula) ay ae Colne. FO Cost 
you money? 

Mn. COATES: nnay Vs correct. 

Qe And that will occur in what year? 
It will be about the eighth year or less than that, 
Well Lt mou? 

Mag COATES: Mr. Tippy has the figures 
On. chat. 

Q. UHeeSi x Ua year, 2S LU? 

Mines GOLP Py: Ae Reese beyond the fifth year 
and I don't have that figure, 

Min, COATES: Ae 2 recall the fPicure, Lt 
LS°aboubl the Seventh year, so 2t i6 in that ratio, 
between the sixth and seventh years. 

Q. Now, then,following that document, 
on the 26th of April, 1956 there was an amendment 


to it extending the time of the operation of the 


ae document? 
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MR, COATES: ee eee Pati tio, 

ye And then, on the 290th of October, 
1956, there was a further amendment, further extending 
the time? 

MR. COATES: Pegs Sap. 

a. Then, on the 29th of November, 1956 
there was a further extension of time? 

MA, CORTES: Tae t ee COPPeCGhy, “air, 

ae Then we come to another amendment 
and that is dated the 30th of January, 1957, which 
was immediately prior to the public financing. 
Now, what was the purpose of this amendment? 

DK COME Se TY Delete) as (eee  biiatin 
the intervening time between the original agreement 
and this agreement there was organized and put 
into operation the Northern Ontario Pipe Line Crown 
Corporation, and I believe this agzreement is an 
assignment from the Crown to the Northern Ontario 
Pipe Line Crown Corporation of its commitments under 
the original agreement of November 21, 1955. 

Un Voter words. this put the contract 
into operation. 

Q. But there is no effective change 
in the terms? 

MR. COATES: Noy Bits Uhere were no 
effective changes in the terms, 
Q Soecorsun Wo, the result of The 
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agreement today is that when this line goes into 
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operation, the company will be paying, as rental, 

the taxes, the expenses of operation and the rental 
based on the volume of gas that is transmitted through 
that section of the line which you anticipate, from 
your calculations, will be 7.2 cents per Mcf? 

Mig gCOMTES VEG. wore, 

Q. ineaveue touthe time the depreciated 
value of this section of the line has reached 70 per 
cent, you can purchase, at any time, at the depreciated 
cost? 

MR. COATES: Ji gvooomsbcmmncstsetatir 

Q. The Crown only seeking to get, in the 
interval, the annual rate of depreciation of 34 per 
Cone? 

MA. COATES: Yes’, sir, plus any expenses 
of the operation of the Northern Ontario Pipe Line 
Crown Corporation, any Salaries or wages or expenses. 

Q. And, after the depreciated cost 
has got to 70 per cent, then, no matter how long it 

may be before you buy, you still must pay 70 per cent? 

Mie SCO MES That 28 Gorreect.. 

Q. And, as I understood it this morning 
from Mr. Orme, in making the calculations to which ty 
am now going to come, this cost of rental is carried 
into the over-all cost of the whole system, just as 
taxes or any other fixed Charee 8. carried in, is 
that correct, Mr. Orme? 


MR, ORME: LAG S. COPReCh, of 75 
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MRe COATES : Mr, Pattillo, may I make one 
further observation in connection with the final 


document of January, 1957? 


Qe Yee. 
Mn, COATES: i ee5.0), 4, minute ago, there 
was no material change. i believe the original 


document intervened with the Crown butane Ge 
entire 675 miles in one construction season, The 
document of January , 1957 makes provision for the 
Crown Corporation to build from the Manitoba-Ontario 
border to the vicinity of Port Arthur and Fort 
William in one year and the remainder of the pipe 
lines in the next year, 

There are no other material Changes 10) ite 

Q. Now, Mr. Coates, may I ask you this 
Question: 

Did you, as the executive vice-president 
ae that time..of this company, consider that the 
success of building this line was assured when 
the oral agreementwas reached with the Government 
for it to build this section of 675 miles? 

Me. COATES: NOs. ary. 2s dom! te Ghtik aes 
assured the complete success of the Trans-Canada 
system. There were a considerable number of miles 
of pipe line that had to be built in addition anda, 
in order to build that additional mileage that 
Trans-Canada would own itself, it was necessary 


that a sufficient market be developed to provide 
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revenue that would make it possible to finance 
those other et res 0 

t think this made a material contribution 
to it, but it was not the full answer to the problem. 

Q, You still had to have the markets 
developed? 

MR. COATES: Vee Mes 

Q. But it enabled you to proceed with 
the economic feasibility of the line with a much 
lesser market than you would have otherwise had 
to have to finance? 

MR, COATES: Well, it made it possible 
for us to proceed with a financing that did not 
require as much money aS would have been necessary 
without this assistance. 

Qe Now, I think probably at this point, 
Nie. TLOOY, Derorem © Swing over to the Emerson con- 
tract, if you have those exhibits that are prepared, 
perhaps we could see them and can put them before 


the Commission. 
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DHE CHATRMAN: Me. Pattililo;. before you 
proceed to that phase’of questioning, there is 
a question I would like to ask at this stage of 
Me. WCoaresath 1 tewadl) notodlsrupt-your dine ior 
thinking. 

Mie (oa EO Nob at. a1] , ir, 
Chairman. 

THE CHAIRMAN: Mr, Coates, we have 
heard a lot about this contract and you obviously 
Were in: On Che=negotiations all the time as 
execuvive Vice-president at that time of Trans— 
Canada. Would you be good enough to give us an 
idea of how this Crown Corporation arose, who 
Suggested it to whom? 

MR. COATES: It was suggested as 
a result -- I would say it was a suggestion from 
the government as a result of a committee of Civil 
Servants who were appointed from the Department of 
Finance and from the Department of Trade and Com- 
merce to explore the many facets of Trans-Canada 
problems and to devise some method that might be 
of some assistance in getting Trans-Canada a little 
Further Ones way, 

THE CHAIRMAN: Thay is -riehop- st 
think you did tell us that, and this=Tolblowed the 
breakdown of the idea where the officials of the 
government sat down and proposed this to Trans- 


Canada, is that. correct? 
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MR. COATES: That is correct. 

ME PATTILGOSs Q. Now, can we have 
this exhibit marked C-24-7? It is headed "Exhibit 
A, Trans-Canada Pipe Lines Limited Estimated Total 
System Transmission Costs of Service," 

---EXHIBIT NO. C-2u-7: Trans-Canada Pipe Lines 
Limited Estimated Total 
System Transmission Costs 
Of Service. 

Q. Now, Mr. Tippy, would you please ex- 
Plain this to us, and I am going to take the year 
1958-59 which, as I understand it -- let me take 
the year, rather, of 1959-60, which I understand 
is the year commencing November lst, 1959? 

NS a AT ig ea peau  COrrecare Mey “Pagit blo. 
Ne. “Orme prepared thie exhibiv, would you care to 
have him answer these questions on it? 

Q. Well, it does not make any difference, 
whichever one wishes to answer, 

Dealing with that -- I am now dealing with 
the left hand column under the heading "Without 
Hmerson Sales’; now as I understand it that portion 
of this document relates to the proposed Canadian 
line to Montreal and pays no regard to sales at 
Emerson or sales at Niagara; is that correct? 

MR, ORME: TmateLs Correct.) Gane 11Prey 
Six columns of the tabulation have no facilities 


relating to the Emerson sales, and it is so headed, 
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"Without Emerson Sales", 

Q. And it does not say anything about 
Niagara, so I was asking does that also exc lude 
Niagara? 

MR. ORME: ipedces, yes, sir, 

Q. The first figure shows the capital 
cost of that operation of the pipeline which will be 
owned by Trans-Canada, is that gaan awe 

MR. ORME: Theres Tao, 

Q. And next is the capital cost of the 
COMPPeSsor StatLrons? 

Min? ORME: wnat Ss Correct. 

Q. The following figure is the cumulated 
Geereela tion b> tom cnaw time? 

MR. ORME: Meo lity 

Q. Leaving the net plant investment at 
the end of the year of $226 million odd? 

MR. ORME: Nes PL, 

Q. Now then, you come to a sub-head, 
“Rate Base”. You show the average net plant invest- 
ment during the year, and you show a difference 
there of $5 million between the figure up above as 
representing the net plant investment, and will you 
explain how that difference arises? 

MR. ORME: Ves > Size a esa 26, (Oo rciaure 
is the net plant investment at the end of the year, 

Q. Would you please not refer to it 


as $226,000, because it is millions, and in Nova 
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scotia there is still a difference, 

MR. ORME: he $226,526,000 figure is 
the net plant investment figure at the end of the 
year. 

Q. You have got over to 1960-61. 

MR. ORME: $226,792,000 is the net plant 
investment at the end of the We ai, ml te $231,149,000 
average net plant investment during the year is the 
average of $235 ,505,000 appearing at the end of the 
preceding year, and the $226,792,000 appearing at 
the end as the net plant investment at the end of 
the year we are referring to, 1959-60. 

oy ALL rience. - You have Simply averaged 
the two and said because of the depreciation during 
the year and the plant additions during the year, 
this is a fair average Pieure: tor take? 

MR. ORME: that is correct, sir. 

Q. Now, what do you mean by the next, 
Materials and Supplies treo tperm Centugross planac 
investment? Would you explain that figure? 

MR. ORME: This 1S our €stimate of what 
Trans-Canada will require for materials and Supplies 
in order to operate and maintain its pipeline opera- 
CLOWNS 4 

Q. But. those will not be capital addi- 
tions to the plant itself? 

MR. ORME: No, sir, it will be inven- 


tories but will represent cash that the company 
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Will have tied up at all times. 

Q. And the gas in Storage in the pipe- 
line 18 the same thing? 

MR. ORME: Yes. 

Q. Then, Cash Working Capital 1/Sth of 
O. & M. excluding rentals: would you please explain 
that? 

MR. ORME: Lieve ete customary allow- 
ance that regulatory commissions usually allow for 
CaS Working Gapitals-it is one-eighth of operation- 
al and maintenance expenses or out-of-pocket expenses 
other than the pipeline rental Which, of course, 
PeCuLpes To direct supervisory effort or anything 
Of thay kind and t¢ payable after revenues have 
been received from gas sales, 

Q. What you are suggesting Ly okt thes 
company is going to be properly financed, it must 
have that liquid working capital on hand? 

MR. ORME: Yes, sir; it is my own opinion 
that they should have some more cash than that, 

OuUL that ve the customary figure that regulatory 
authorities usually allow. 

Oy When you say "regulatory authorities", 
thatis the F,P.C.? 

MR. ORME: ¥Y6s, and in the-States the 
State Commissions pretty well follow along with the 
FP.P.C. allowance. 


Q. Just to get it on the record, when 
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MR. ORME: It was in 1938, about 6 days 
after the Natural Gas Act was passed, 

Q. And how long were you with them? 

MR. ORME: Oe Ges, 

Q. 10 years? 

MR. ORME: Deere abet 

Q. And during that period of time what 
work were you doing for them? 

MR. ORME: Iwas, Senior rate investiga- 
tor and senior gas engineer. 

Q. Now, coming to the transmission costs 
OL SerVice: theres isane Girriculoy about the first 
item, (Gasp Purchased ws ibut. the. “unececuntec. for Gas", 
how do you arrive at that very Lapee ta pure? 

MR. ORME: That is a 1 per cent allowance 
that customarily is made for new welded steel pipe- 
lines; that. i¢6,..it reorpesents the price sor laiper 
cent total estimated cost of sales plus that required 
for engine fuel. 

Q. And that is based on the sales price, 
i per centeof the, sales price. of “the gas that goes 
into the line? 

MR. ORME: NO, ieee ts 1 per cent -of 
the gas sales volumes plus engine fuel and prkced 
out at the average cost of gas purchased. 

Q. Now we come to operation and mainten- 


ance expense, pipelines; is that on a mileage basis, 
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en figure of $1,245,000? 

MR. ORME: eee 1 te 9 Sl inches 
is estimated at $400 a mile; 30 inches at $700 a 
Mile, and the 2C-inch to Montreal and the 24-inch 
to Sheridan and the lateral line to Ottawa are 
estimated at $300 a mile. 

Q. And are those figures that are commonly 
iby che Dem on) aes of ov 2 eg spe atm Comte’ 

MR. ORME: Those are figures that are 
commonly used by engineers in estimating the cost 
of operation and are average cost Pieures which the 
H.P.C, have accepted as being reasonable before, 

Qe And from your experience over the 
years since 1930, do they represent -- those esti- 
mates represent reality as based on experience? 

WR. ORME: Wes, FL, DUD you have to bear 
in mind in estimating the cost of the operation of 
a pipeline you must take into consideration the 
terrain ani accessibility and so forth. For that 
reason we «stimated 30-inch at $700 a mile as 
opposed to $400 a mile for 34-inch. 

Q. That is because of the inaccessibility 
Or Some oL she dines? 

Me. ORMiss That 18° rieht. 

Q. Now, the compressor stations: what 
are they based on? Is that $14 a horsepower? 

MR. ORME: That is $14 per installed horse- 


power. Of course, during some of the year all the 


iy 
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horsepower is not operated. This $14 figure is 
against the installed horsepower in the operating 
areas. 

Q. Prom your experience is that a fair 
and reasonable rate? 

Mien VOR sai, it. Ps, ih ny OPLNLon, 
a reasonable rate reflecting the Proportions. oF 
centrifugal compressor units and reciprocating com- 
pressor units that the company proposes to install. 

Q. The next figure, communications, at 
$135 per mile: what is that? 

MR. ORME: Well, Chat te aa atlowance for 
the company's communications in connection with the 
Operations. 

Q. What communications--telegrams back 
and Trorth? 

Mas. ORME It could either be a lease 
dine or"build your oOwi’ +: it is ern allowance to have 
a lease line from the telephone company. 

Q. That has got nothing whatever to do 
with flying back and forth over the line? 

MR. ORME: Oy nes a ce 

Q. That is just communication from one 
Station to another? 

MA ORME: Yes, either telephone or radio. 
There are going to be a number of radio stations. 

Q. There Le-go0ing to be a Gadio station? 


MR, ORME: That is right. 
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Q. Meter and regular stations, $6,000. 
A station -- what is that? 

MR. ORME: That is an allowance for 
operating the various metering and regulating sta- 
tions that the company will install in connection 
WIth 1s’ gas purchases and its gas sales, 

Q. That is at the Saskatchewan gate to 
begin with? 

MR. ORME: Voss Oo Lis 

Q. And at the take-off points of the 
VarLous, GLStripurore? 

Mi, ORME: Dhac 2S correct, siz. 

Q. How Gid you arrive at this fipure of 
$6,000 a station; is that based on your experience? 

MR, ORME: Vesa Sie. 

Q. Is it a fair and reasonable charge? 

MR. ORME: Neen ute ee Dee We vier GL e ¢ 

Q. Now the pipeline rental to the Crown 
Corporation, that is calculated in what manner? 

MR. ORME: that 18 calculated in accor- 
dance with the provisions of the rental agreement 
Pel lecting tne estimated cost or the recilities 
involved, aad aleo reflecting the volumes of as 
Which will go through the Crown Corporation and 
in which the 7.2¢ per MCF will be involved. rt 
might addin these particulier years that are re- 
flected on this schedule and reflecting the saies 


which are also reflected on this schedule and 
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associated schedules, the only payment that is 
payable during deere is the 7.208¢ per MCF 

of total sales that go through the Crown Corpora- 
tion. There is a deficiency in the year 1958-59 
Which is reduced by the end of the third Vear, 

SO when the fourth year comes up in which the addi- 
DLOnaLVUTper Cente dis payable, there is no longer 


any deli ciency 0 Lpsis-notwapplicabple to that, 
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Q. Now, then, we come to administra- 
tion and general cn ce Are these estimated 
on the basis of the present expenses of the com- 
pany? 

MR. ORME: I think they are, probably, 

a Jatt Peicon MeNeUniieh meide, Mey Pattitio. These 
are allowance which we customarily estimate for 
administrative and general expenses for a new pipe- 
line which is on a somewhat higher ratio, and such 
expenses taper off when the other costs of operation 
become larger and more constant. 

Oy Andudeprecia tions heteiie) te: 3)7/2 
per cent of «the icompany's plants 1s that correct? 

MR. ORME: Enav Gsccorredt ; 

Q. Taxes, those are general taxes, are 
they? 

MR. ORME: General taxes shown on the 
exhibit arett igured! at. 4i/l0thseeof a per cent or 
Bie whose. pilent tncluding beth that or Trang= 
Canada and that of the Crown Corporation in accor- 
dance with the rental agreement. 

Q. And the next figure we come to after 
that sub-total is the return of 7 1/2 per cent. 

MR. ORME: Dhat ws, corrects and the 
amounts that are shown for return on the exhibit 
have been computed on the basis of 7 1/2 per cent 
of the total rate that is shown for each particular 


year, 
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Q. [Gels as “you have eMC e ad y OO Lied 
out, a different fees than is shown for net plant 
investment? 

MR. ORME: That is the average net 
plant investment plus allowance for material, sup- 
plies, cash working capital and gas in storage in 
pipeline, and are usually allowed on a total rate 
base. 

Q. I just want to get this clear: any 
person that was working out their system of costs 
On a method Simigaruco Bhat waten as weed by all 
gas pipelines in the United States, would not start 
with their rate base, merely being the capital 
investment, but would have a somewhat hisher Ligure? 
ft would not start with merely their net DLan Ge DUG 
would have a somewhat higher figure? 


MR. ORME: Where you rerer to plant, you 


Mean a Higher Rigume ham fhe netsplant =~ after 
depreciation? 
Q. Ves, 


MR. ORME: Yeson ona te Ls Coscrent,, 

Q. Were you here when Westcoast gave 
evidence? 

MR. ORME: NOwtsire L was. not, 

Q. Nows cbneome, taxtasst- 47 per cent that 
is the basis on which income tax would be payable, 
assuming that these figures were correct? 
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calculated on a basis of 7 1/2 per cent of the 
return; that is general and Bet lec ne he entries, 
the estimated entries of the options associated 
with the assumed financing of the investment reflec- 
ted on the exhibit, 

Q. Now, we come to annual volume gas 


Sales at 135 billion cubic feet, and that is based 


on your exhibit that we have been dealing with 
before . Exhitee Sin Vour book, 16 thas PLcie 2 

MR. ORME: No, sir/ they are nos. 

Q. Oh, no, no -- this is the basis on 
what you thought the situation was in December 
before you made up this file? 

MR. ORME: No, I would not say "what we 


Thovent”’= at wae what we knew we were defrinive by 


sure of, and this was drawn up to get a permit to 
acquire additional gas supplies, 
Q. Weighted average miles haul, annual 
basis. Would you please explain those figures? 
MR. ORME: That is the average mile haul 


on the entire pipeline system of Trans-Canada, in- 


cluding the Crown Corporation, of the total volumes 
transported by the system in each of the yeared-* Lt 

is arrived at, more or less, in a mannerPuthateT 

have described earlier this morning. This particular 
one is on the basis of annual sales wherein the annual 


sale of each delivery point is multiplied by the 


-=—___| miles hauled by that particular Gelivery pointy Pre- 
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sulting in miles MMCF or the volume of miles, and 
these are added together to get the total annual 
omens miles for the system, and that is divided 
by the annual volumes, which give you the weighted 
total average miles. 

Q. Let us see if we can get that a 
little clearer: you have the Saskatchewan zone and 
from the Saskatchewan gate to the middle of that 
20ne 18 SoOMmanyaniles. 

Mh, PORMECO Phat is rien. 

Q. Then you have a Manitoba zone and 
you have so many miles from the Saskatchewan gate 
woethe Middle tor thet zone. 

Mi. ORM §That as correét, 

Q. Now, let us assume we did not have 


atiyeother Line avail: that is ali we had, —Ust to 


Winnipeg. Would you get the weighted average mile- 
age, taking the number of miles from the Saskatchewan 
gate to the middle of the Saskatchewan Z0nEes “Mut c= 


Plying it by the volume of gas that went through 


the pipeline destined for the Saskatchewan Liles, Sard 
then making the same calculation for the Manitoba 
zone and adding the two together, and that would 
SiIVvVe you your tétai mileage MCF, and then. divide in 
the proportions of the volumes that went through 

to each zone and, in that manner, you get the weigh- 


ted average. Is that what you do? 


as MR. ORME: pubs tantially, I thinks that. is 
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right, except that in the initial approach that 

is done by actual de thaek points rather than to 

a medium result, so you can get the average haul 
in any zone as well as over the entire Pune. Pela 
reflects the low distribution along the line, 

Q. Now, would you explain this unit 
cost of transmission per MCF which you work out 
here at 35.643¢. How do you get this figure? 

MR. ORME: 35.643¢ was arrived at by 
dividing $48,451,000 of total costs of transmis- 
Sion, shown immediately above for the years by 
$135,933,000,000 annual sales estimated for the 
year, 

Q. Then you come up with the figure 


ber MCF per 100 miles of 2.076¢. How did you get 


that? 

MR. ORME: That figure was arrived at by 
dividing 35.643¢, which we have just been discussing, 
by 1,717 miles weighted average system haul shown 
for that year, 

Q. Finally, we have the cost of gas 
purchased, which is based on the actual contracts 
of the company. 

MR. ORME: Insofar as those contracts, 
there was sufficient gas to Supply the volumes of 
Sales estimated in this study, but insofar as 


additional gas required to supply the sales reflec- 


-—_|| ted in this study, I think Mr. Horte testified 
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concerning that this morning. For the additional 


volumes of gas at a starting price of 13 1/4¢ at 


14,4 pressure and escalating 1/4 of a cent each 
year thereafter, Por the “purpose of this Study 
Since all of these volumes used are showm iene NINES ee. 
pounds, it was necessary to reduce the 13 1/4¢ at 


14.4 pounds pressure base to an equivalent price 


of 14.73 pounds pressure base. 

Q. And the price for Alberta Trunk 
gathering is in accordance with the terms of that 
contract? 

MR. ORME: Yess GiPorthey aretheceiis= 
ing price of 4¢ paid on the Alberta Trunk line in 


this development period and the 4.092¢ shown on 


the schedule merely represents a conversion of that 
4¢ on a 14.4 pressure basis to a 14.73 pound pres- 
Sure» basis, 

MR. PATPTELOS Me eChatrman, . have dealt 
now with the Canadian picture on an 909 MCF/day 


input system, and I think this might be a good place 


to break before I deal with the Emerson picture, 
THE CHAIRMAN: We will have a ten minute 


break, 


-~--~A short recess, 


THE CHAIRMAN: Yes, Mr. Pattillo? 


MR. PATTILLO: Thank you, Mr. Chairman, 


Q. Now, Mr. Orme, can we just look at 
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Exhibit C-24-7, which we have been examining so 
Loe es, 60, (Chie dana eee only and compare the 
results you achieve when you include the proposed 
Emerson contract. 

MR. ORME: You are speaking with respect 
to the net results in the total cost phashi ain ePren@rsirs, stay ik 
Service? 

Q. No. Please let me do this in my own 
WAY » For the year 1959-60, which is the year which 
We 10 bérore , tne 1s the first year you contem- 
plate the Emerson contract, if a permit is granted, 
being in existence and Cpenarints ses taat correct? 

MR. ORME: Mat-16 Correct, yes, 

Q. And as a result of the extension from 
the main line to Emerson, your net plant will be 
increased from $226 million odd to $244 million odd; 
is that correct? 

Mi (ORM That. is ana ont, 

Q. And your total rate base will increase 
from $235 million odd to $244 million odd? 

MR. ORME That is correct, yes. 

Q. Now, the difference between your total 
rate base and your net plant investment is very 
negligible if you include Emerson in that year, as 
opposed to the difference of over $9 million, or 
approximately $9 million -- $8 1/2 million--without 
Emerson in? 


MR. ORME: That is correct. 


oe od | a YEW 
‘uae wel paws 
neu ohh ade ty 


“2 


Hepat inais Gueia. coher peney’ gl eh ed 
er x ae é 4 “ st mao 


| 
| 
| 


ngs ¢® ay 
. CINE ? 


Tee 


‘ Peooytoo teed. et 


she: Bes ie 


hae 


ANGUS, STONEHOUSE & CO. LTD. 2328 
TORONTO, ONTARIO 


Q. Now, will you explain the reason for 


that differential? 


MR. ORME: It works out by averaging 
the end of the preceding year with the net Dian’ 
investment at the end of the year which we are 


considering, and, also, reblecting the difference 


in the depreciation that accrues. 
Q. That would be by taking the net plant 
investment at the end of 1958-59 at $235 million 
and averaging it with the net plant investment in 
1959-60 with the Emerson extension in of $244 million? 
MR. ORME: That is correct; that average 
figure is $240,211,000. 
Q. Your gas purchases go up very sub- 


Stantially because of the Emerson extension. 


MR. ORME: Yes. Sur. 

oe From $552,000 to $1,329,000. 

MR. ORME: Mes oie 2 me Ob es ayo chiat. 
those are gas purchases for compressor station rust. 
unaccounted for gas, and is not the cost of gas 
purchased for sale. 

Q. And the same thing, the next figure 
goes up because of the unaccounted for gas? 

MR. ORME: Nee Sie. VeSE e. 

Q. Now, the operation and maintenance 
expense items, in all, increase by approximately 


$500,000; is that right? 


as MR. ORME: Vee, out, that. Ls correct. 
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Q. And when we come to the administra- 
tion and general expenses, they increase, approxi- 
mately, $400,000 including your income tax and 
the rate of return, 

Mis ORME Ss Vihay Ls! correct, yes. 

Q. So that your total costs of transmis- 
Sion have increased about $2,800,000 as a result of 
adding in Emerson? 

MR. ORME: AS Saree cial ae 

Q. And your annual volumes of gas sales 
increased by 7O billion cubic feet? 

Mn. ORME: That is correct, sir, 

Q. Now, the weighted average miles haul 
dpops from 17.7% miles to LS. 5, and. Lsuppose,. the 
reason for that is the shorter distance from the 
Saskatchewan gate to Emerson with the high load 
Factors Ls that cormecr? 

MR. ORME: That is correct, 

Q. And that affects the weighted average 
of the whole line? 

MR. ORME: Vege se, 

Cle Resulting ina unit cost per MCF of 
almost O¢ less, Le that right? 

MR. ORME: TOR SP eeCorvonGs Wes, .61 ts 

Q. And the transmission cost per MCF 
100 miles drops from 2.76¢ to 1.848¢. 

MR. ORME: That ais per 100 miles, yes, sir. 


Q. Further, what this does do, the Emerson 
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contract increased the average cost of your gas 
from 10.453¢ per MCF to 11.525¢ per MCF? 

MR. ORME: Yes, that is by reason of the 
additional -- of the 13 1/4¢ cost charged, 


Q. It is because of the fact you need 


to supply the Canadian demand and the Emerson demand 
that the company has to ZO 200, “and buy .edditionat 
quantities of gas? 

MR. ORME: Y Caz, 

Q. It cannot do it with what it now has? 

MR. ORME: That is what has been assumed 
in these studies; yes, sir. 

Q. But the overall picture, with Emerson 
in it, in the operation of the line results in a 
reduction of Unit cosy of, approximately, 8 1/2¢? 

MR. ORME: Manake LE oO oes na the total. 

Q. 9.6 and an additional cost of how 
much? 

MR. ORME: YOU were talking about the cost 
of transmission; I was taking the decrease and unit 
cost of transmission to offset the increased cost of 
gas purchases resulting in an overall net decrease 
of 9.6¢ for that particular year. 

Q. And that is the saving you anticipate 
the company would make in its overall costs of 


operation if it is permitted to have the export 


permit to Emerson? 


MR. ORME: itp TGS Unit cOBtL of operation, yes, 
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Q. fn Lte Unde ¢ostior opération, 

MR. ORME: | LE would=say it is not a Saving, 
Lt 1s a reduction Inthe iinit, cost: 

Q. Would you just turn over the page, 
please? Just looking at the same year, 1959-60: 
am I correct in thinking that the annual sales to 
Canada’, You anticipate, crat at 13D 98350005000 
cubic feet, and the annual sales at Emerson would 
be 69,136,000,000, and your losses would be 
8,000,000,000, making a total of .2135581,000,000 
cubile eeu. Leythateriegnt? 

MR, ORMEe “Ves. vetr. 

Q. The next page, page 3, shows you 
arrive at -- still dealing with the year 1959-60 -- 
an average purchase price and transmission costs 
to the Saskatchewan gate without Emerson and with 
Persons, Le thatpecorredt s 

MR. ORME: Mes. gl ie, 

Q. May I come to the next exhibit, which 
is marked (b) which I would like to have marked for 
une Tecordgok xno, -24..6° 
~-~-~EXHIBIT NO, C-24-8: Comparison of Estimated 

Revenues and Costs of 
Service for Proposed Sales 
to Midwestern Gas Trans- 
mission Company at Emerson, 
Manitoba, 

Q. Now this exhibit, as I understand it, 


is dealing solely with, on page 1, the proposed 
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PMereon eonturact, “Le cheat 5 GEES wl wig 

MR. ORME: NoSne oli. 

Q. And, again, I am going to take the 
year 1959-60. The demand charge monthly is as 
shown here, $2.20 per MCF. 

MR, ORME: BESS for soe aus 

Q. And that reflects an annual charge 
Lies lemlles 

MR. ORME: em ee i < 

Q. The commodity charge is 20¢, that 
is under the terms of the contract sales -~ the 
$2.20 that I have just dealt with? 

MR. ORME: ACTS spate Ba ape 

Q. And the take-or-pay minimum load is 
{> per cent under the contract? 

Mivg “Oni: In that year, yes, sir. 

Q. And that remains the same until we 
are into 1902-63, Is that rient? 

MR. ORME: nab as COPLeECt, 

Q. When it goes to 95 per cent? 

MR. ORME: Yes, Six. 

Q. Will you please give us what you 
mean by this "estimated sales demand"? You have 
reduced the previous pressure of 15.025 to the 
pressure of 14.73. 

MR, ORME: That. 18 correct. The purpose 
of it on this schedule is in order to put the 


revenues on a comparable pressure basis to the costs 
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of service to which these revenues will be related, 
The contract volumes in the Midwestern contract 
are on a pressure basis of 15.025 pounds, whereas 
our projections to sales and costs of service are 
at Trans-Canada's sales pressure ee Of rs. 

So it has reduced them to a common denominator. 

Q. Uiean Understand Enac, put why do you 
show $204,000 and $200,000 too? You also show 
$59) 867000 adiahoy 776.000.) .Shoutd you not knock 
out the $200,000, or, yather, the $204,000 and the 
$69,136,000 in your additions? 

MR. ORME: Yes, sir, 2D could, but the 
only veason for addine it Ga this: Ga -he other 
exhibits to which we have been PoCeuring .\ tie sale =. 
we do show Midwestern 14.73 pounds, which is 204,000 
MCF, so I could have taken the ecnuract at 15.025 
pounds charged and reduced that to a 14.73 pound 
basis, or I could take the 204,000 or the volumes 
which we have previously expressed at 14.73 and re- 
duced them to the contract Pressure base, but LL did 
it the other way. 

Q. But you did not do, like a jury once 
did to me, you do not add them together. 


MR. ORME: Now soa. 
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oe Now, estimated revenues, demand 
charge, that figure of $5,385,000-odd is a result 
of multiplying the $26.40 by what? 

MR. ORME: By 200,000. 

Qe hLeu, 

MR, ORME: Noy 2OO million max. dat iv: 

Q. And the commodity charges of 
$13,555,000 is obtained by multiplying what by what? 

MR. ORME: Multiplying the 67,778,860 of 
eas at 15,02 pounds by oO dents, 

Q, And that is the minimum amount 
for which they must pay? 

Mi. ORES No, sir, these are in excess 
of the annual volumes which Tennessee DLrOopose. To 
take, in excess of the minimum take-or-pay. 

i). why wouldn't you work it on the 
minimum take-or-pay? Why wovld you use these 
other figures when we are working on an estimate? 

MR. ORME Well, the sales figures which 
we had are those which Tennessee has from time to 
time estimated that they would take, actually, 
from us, during each of the years shown on the 
schedule, 

de ' You agree with me that to get a 
Dictureé as-bad As it might tury cut to bey -you should 


take the minimum take-or-pay figures? 


MR, ORME: (6S5. Siva ouc. L pOLAt Obl That 


if you reduce the annual volume of sales, which, of 
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course, Would result ines reduction: of revenues, 

you would also reduce the amount of cost of service, 
commodity cost of service which would be allocated 
to those sales, and to what extent they would offset 
each other I have not made a computation, 

oO. Then you snow the cost of gas pur- 
chased, as dealt with in the other ex OLt. fand. tiie 
annual volumes of gas as shown up above, and then 
you snow the total cost of gas purchased, which is 
Che muLtipiicationwor the two foregoing figures, 
Leone 

MR. ORME: fen, Sir, 

Q. And then the allocated portion of 
the total system transmission cost of service, and 
that is $8,330,000, which is ascertained by the 


Ciitercncevorwaat Tigures in what exhibit? 


Me ROE LV bes your pardon; Mr, 
E2aCULIAC? i Gigenet follow your question: 
a3 This allocated portion “ofthe -total 


system in transmission cost of service of $8, 330,000 
is ascertained by subtracting what figure from what 
Pieere yh whi ee texhapi oe 

MR, ORME: That allocated portion of 
total system transmission cost of service of 
$8,330,000 is transferred from page 2 of the 
exhibit to page 1, which you are looking at. 

Q, From page 2 of Exhibit B? 


MR. ORME: That is correct. 
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oO. Ae lo undersvand 1b, in 1050-60, 
on the Emerson contract, you would need to make 
$185,000.00 more in order to come up with the 
7% per cent return? 

MR. ORME: And income taxes, yes, sir. 

OQ. You agree with me that calculating 
on the FPC formula, the income taxes should be in 
POere: bar st< 

MR, ORME: Mens Sui UM me cCOrrecr. 

an im- other words, if we ask the Mid- 
West Company to pay, at Emerson, the price as defined 
by Me. Kayser of Bl Pasovas being the cost of ser- 
vice including (= per cent rerurn, they would have 
to pay a price for gas higher than they would now 
contemplate which would yield a figure of $38,697,000 
in the year 1959? 

MR, ORME: Veo, Sit, 

Oe Now,, can you tell us how much that 
would be, how much the commodity price would have 
COneG ul? 

MR. ORME: No, sir, I have made no com- 
putation. I have made a computation to show what 
the actual rate of return in that particular year 
would have been and that would have been 7.2 per 
cent return, 


I would like to further explain that in 


the. computation of the total system costs of service 


and particularly with respect to the income tax 
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computations, that such income tax computations were 
made on the basis of book depreciation rather than 


a 34 per cent depreciation Straight line, and did 


notutake: imto consideration the tax savings in 
earlier years which could be derived by computing 
come hanes wonubne sbasde oreo per cent decline 
in balance method, which has the effect of post- 
poning taxes in the earlier years and accelerating 
them in the later or more profitable years. 

THE CHATRMAN: Well, we have had evidence 
betorvenus, 1 think, in these hearings, that with 
a 2O=-vyear permit it Mea wise to depreciate on the 
straight line basie and get your line substantially 
depreciated before the end of 20 years. 

MR, ORME: V@e,ocit © céentainly mould 
think so, if you have the situation that you cannot 
postpone it for a short time without it becoming 
prohibitive. 

Min. we AT iC § Sie Yes, but whatv-f am 
trying to get at, Mr, Orme, and what the Commission 
wants TOogeteats Tooy eis that Lf we are e@oing. to 
sell gas from this country to Mid-West or any other 
person, you agree, from the standpoint of Canada 
using up a wasting natural resource, it should get 
a reasonable and fair return for the resource, don't 
you? 

MR, ORME: That ss COLrPeet.. 


Q And from your ten years! experience 
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as ai -employee of PRC in charge of rate-making, would 
you agree with me that if we were going to approach 


the problem in Canada in the same way in which the 
PPC woud “approach 1t in they United States, Mid-West 
should be required to pay an additional amount in 
1959 and 1960 to make up this $185,000? 

MR ORME: Assuming that these estimates 
work out as they are. Of course, they should be on 
ah actual Cost Dacius. 

Ge Well, assuming. that. the estimates 
Bre Correct? 

MR. ORME: The LS correan: 

oe And from your twenty years experience 
in tae’ gas) business, “you have confidence in these esti- 
mates,have you not? 

MR, ORME: I think they are ample, right. 

Q. What I want to find out, and I am sure 
the Commission do -- and I know you cannot give it to 
us tonight, but will you tell us, tomorrow morning, 
how much the commodity price would Have. to ee up or 
how much the demand costs would have to go up or how 
much both would have to go up; there are the three 


alternatives. 


ng 

ae 
A 
ros ] 


Bios 


it WOT 2 


rt 


leat i 
my, 


Bhp) 
ANGUS, STONEHOUSE & CO. LTD. 2339 
TORONTO, ONTARIO 


MR. ORME: rer e can tell you now e= 
Barcdims the commodicy costs. that it would be on 
the order of one-quarter of a cent, if it were all 
put on commodity costs. 

eye Now, this ceficit does’ not seém 
to get any betteras we look at it. Ine rach. Lv 
gets worse and when we get over to 1962-63 we 
have got a deficit of $361,000. Will you explain 
why the thing rockets up to that figure? 

MR, ORME: I think the real explanation 
COr saa, Nt. Pattadgkoy aS that. tits desien that 
was used on which these estimates of required in- 
vestment and costs of services were based, was, of 
necessity, fairly rough and done pretty quickly 
without giving the usual consideration as to proper 
balance between installing horsepower and installing 
Loop Aines: 

My OWA ObIN1On WS vat this Indicates that 
Lie Cesi gn On immed wh. Se cosl Loma sea aS" a apple 
bit over-powered and probably would have been done 
with a combination of partly horsepower and part 
loop lines, which would have a tendency to level 
ChOSe COStEeOLc. 

Q. Supposing that just did not happen. 
How much additionally would you need as commodity 
price’ in T962-63@commine ous this deficit or 
$361,000? 


MR, ORME: That would be about one-half 
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cent increase if the full increase is made in the 
commodity “costs, 

ee nae, rom there on, what is the 
Situation? Do we then gev into the black 

MR, ORME: EVewor ta vie rnext year, a 
believe, that the rate goes up under the Tennessee 
contract, by another one cent average per Mcf. 

Gs And that would put us in the black? 

MR. ORME: Presumably so. I have not 
exvended “it. 

Qe 00, if we were going to be, sure that 
this contract was going to be a profitable one from 
the beginning, we should say to Mid-West, "We like 
you rine, “put another halr cent’? 

MR. ORME: I would like to see it come 
ine year eariger, sir, myselt. 

Q. What do you mean by that? 

Mi, Oanss Well, the increase in price 
in the Tennessee contract is geared to an average 
increase of -- I mean an increase in average price 
of one cent every five years; whereas, under the 
escalations and because of the gas purchases such 
having increased at the rate they increased, one- 
quarter cent a year, I personally would like to 
see the two things geared. 

Qe So the increase should not be every 
five years; it should be every four? 


MR, ORMEs That would be my own opinion, 
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Q. So if we get one-half cent to start 
with and an escalation of over four years instead 
of five, we would be --- 

MR. ORME: We would be geared to the gas 
purchase contract. 

oe Supposing you were the official of 
the Government who had to make a decision as to 
whether or not you were going to approve this 
proposed export at Emerson, and you had all these 
Galculations in front of you that you now have and, 
recognizing the principle that you recognized a 
few minutes ago, would you say that unless the 
contract price were increased by one-half cent and 
the escalation changed from five to four years, 
it would not be a contract that would be desirable 
from the standpoint of Canada? 

MR. ORME: I think I would have to take 
all*tne Pfaeervore imte consideration, Mr. Parveiiie. 
I would have to take into consideration, within 
these early years, that the Canadian sales themselves 
are not anywhere near earning a 7S per cent return, 
so-r think IT would have to take into consicerav2on, 
in making that decision, the effect or impact on 
the over-all financial picture of Trans-Canada as 
a result of these sales, during the early years 
DArGLcuLal ly. 

Ob You might also take into considera-~ 
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e3ho 


Tennessee made by being a shareholder in Trans- 
Canada? 

MR. ORME: Iam not familiar with those 
transactionsy. Mime Patriaios 
G. ney, dadinev doe badly forte. guarantes 
OLS DUDE. 

Now, I just want to be sure that we under- 
stands page: 2.Of this lastwexhibits before: D leave. it, 
and I am looking at the year 1959-60 again, where, 
in figuring the total system transmission costs of 
service, and you include there Im the cost of cas 
purchased for fuel and losses, the operation and 
maintenance expenses ascertained from the previous 
exhibit, the administration and general expenses 
ascertained from the previous exhibit, the pipe 
line rentals -- and that is ascertained also from 
the previous exhibit -- and depreciation on the 
company so plant and: the taxes,and all of these 
are taken from the previous exhibit, are they not? 

MR, ORME: Vassar, 

Q. Now, will you please explain the 
allocation of the total system transmission costs of 
service as between Canada and Emerson? 

MR, ORME: The first step taken in the 
allocation of the total system transmission costs 
of servicesisito classify such costs, total costs, 
as between demand costs and commodity costs, which 


has been done on Exhibit B. 
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The classification shown on Exhibit Bis 
in accord with that followed by the SPC, with cne 
slight exception, that the Commission has, in some 
recent cases, classified material supplies, which is 
SPY cryesmal® ivemn yas scommodi ty costs rather than 
to split. them as s50=50. 

After having classified the total costs 
as between demand costs and commodity costs, such 
Classified costs are then totalled in order to get 
a total demand cost and a total commodity cost, 
which, together, are added to the total system costs. 

The demand costs are then allocated as 
between the Emerson sales and the Canadian sales 
on the basis of the ratios of their respective de- 
mance Mner: mies: 

The commodity costs are allocated as be- 
tween Emerson and Canadian sales on the basis of 
the commodity or annual Mmcf miles, and the allocated 
COSUS to the tywousades, “as just sdescribed, sare then 
added together in order to get the total allocated 
costs of service to Emerson and to the Canadian 
sales, and this is also the allocation procedure 
that is followed by the FPC and, I might say, both 
the allocation and the classification have been 
upheld by the Supreme Court of the United States 
in many cases. 

0. Well, now, I just want to get 


this straight: 
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When you come up with the allocation of 
16.8 on demand and 15.77 on commodity, what do you 
do? Do you add those together and divide them 
by two to get the figure which you have used to 
arrive at the $8,330,000? 

MR, ORME: “No, sir, ~The 16,8 per cent 
is applied to the total of $24,772,000 appearing 
above to arrive at the $4,162,000 of demand costs 
allocated to the Emerson sales, 

likewise, the 15.77 per cent 1.2 applied 
to the $26,433,000 total commodity COSUS 0O arrive 
at the $4,168,000 of commodity costs allocated to 
Kmerson., 

The two are then added together to arrive 
at the total allocated costs of service to Emerson 
of $8,330,000. 

The Canadian allocations are charged in 
the same manner, 

Q, Now, Mr. Orme, supposing you assumed 
that one company owned and operated this system 
and het juse cali 16 the Western Company, because 
this was the original Western concept, that it owned 
and operated the system to Winnipeg and down to 
Emerson and that, starting from Winnipeg, we had 
Trans-Canada, which was buying as a Single dis- 
tributor, carrying on for the rest of Canada: 


On “That basis, the “allocation of costs 


to Emerson would be ever so much higher, would it not? 
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MR. ORME: NOS sia, Vmade & scudi ax 
i-am sorry, we didn't ees pime LO pet this repro 
duced, It was completed about four-thirty this 
morning and we haven't had a chance to get it repro- 
cduced., 

If I understand you correctly, the assump - 
tion to be made was that instead of allocating 
total system costs of service to the Emerson Sales, 
we would allocate a portion or allocate a portion 
of the main line which is west of Winnipes to the 
Emerson sales and, I further assume, you would then 
add the whole cost of the Emerson line and assess 


it to the Emerson gales? 


on That 18 correct. 
MR. ORME: Lu have Garried that down ‘to 
the same comparison as was shown -- pardon me, the 


Same comparison as between revenues and cost of 
service as was shown on page 1 of Exhibit c-24-8 
and, on that basis, the estimated revenues from 
the Western sales would exceed the cost of ser- 
vice for such sales, including the allocated por- 
tion of the main line transmission costs of service 
west of Winnipeg, 100 per cent of the Emerson 
lateral transmission costs of service, and the 
costs of gas purchased for sales at Emerson by 
$1,518,553 in 1959-60, and the revenues would 
exceed the cost of service by) $705,751 in 2960-61. 


In 1961-62 there would be a slight deficit 
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of $158,767 and, in 1962-62 the revenues would again 
exceed the cost of service as determined on that 
basis” pyms2745379. 

I might say that these allocations of costs 
have been done in identically the same manner ag 
were performed on Exhibit Cc-o24-8, 

Q. DSP OUNELH a poss cLom Tommeire us 
a copy of that that we can mark? 

MR, ORME: ves, “Lewould). be 14d" to. 

The only thing is that in the reproduction, the 
Emerson -- we ran this out very quickly and it did 
not come out very clearly so I would like the oppor- 
CUnI uy, OLN replacing 10; or would you Iie it repro- 
Guced as an. éxaibage 

ae Well, if we could have it repro- 
CUCedSes anmexnibiviand Ifryou, coulerfi le it tomorrow 
morning I would be very much obliged, Could that 
be done or is Lt asking too much? 

MA. CORMEZ Well, IT dohtteknow -2f—we- could 
do it first thing in the morning, because I have to 
take into consideration that they worked until two- 
thirty this morning. Would tomorrow afternoon be 
ay Picnic? 

Q. Nein Have you an additional copy 
you could let us have for purposes of study? 

MR, ORME: veo 

Mr, Pattillo, I would like to make one 


correction before I forget it, on Exhibit C-24-8., 
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In the title there is a typographical error, which 
shows "990 Mmcf", It should read "909 Mmef" per day, 
to conform with the titles on the other pages of 
this exhibit and on the preceding agreement, 

Qs Thank you, Now, Mr. Orme, did you 
ever hear anything about a contract between Trans- 
Canada and Northern Natural Gas that was cancelled 
it 1955.2 

MR, ORME: NOs Sirs, that contract was 
cancelled before we came into the Trans-Canada 
picture, and we have had no occasion to review it 
or have any knowledge of it in connection with our 
feastpility studies, 

Q. Me Coates, wouldd you please 
put on the record the differences between the 
proposed contract with Northern Natural Gas that 
was cancelled and the present contract with Mid-West 
which we have just had analysed? 

THE CHAIRMAN: Me. Patou dos perore lr, 
Coates answers your question and while we are on the 
Subjece of aligeaglon of Costs, I-would Mike to as: 
Mp, Orme one or two questions, if it does not dispunt 
your thinking, We are changing over now to con- 
tracts, are we? 

ME PART LOe Yes. 

THE CHAIRMAN: Mr, Orme, does the FPC 
have occasion to devise means and rules and regula- 


tions with respect to allocation of costs as between 
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domestic and export sales of gas in the United 
States? 

Be ORS eNO ea, they do not. as to 
any sev pules, It is more or less determined in 
each case, taking into consideration ali the condi- 
tions that exist there, 

THE CHAIRMAN: How many cases are there, 
to your knowledge? 

MR, ORME: You mean on export? 

THE CHAIRMAN: I mean by way of national 
ExXDOrn.. 

TOS pe ORME + Export from the United States 
to Canada, you mean? 

THE CHAIRMAN: Yes. Siry and. Mexi-co, 


MR. ORME: WO, “89 capeec dh. eniowsyes sins 
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THE CHAIRMAN: In other words, is there 
any criterion or any history of cost allocations 
through the Federal Power Commission other than 
omestic? 

MR. ORME: Wo, Sir == no, sir, 

THE CHAIRMAN: Well then, coming to your 
Homestic and interstate allocation of costs, in 
pnswer to a question which Mr. Pattillo put to you 
as to whether or not if you were the Canadian 
sovernment official who had to review these figures 
on the return on the Emerson contract, you stated, 
if I recall correctly, that you would take everything 
into consideration? 

MR, ORME: YES. Sir, 

THE CHAIRMAN: Then would the FPC in 
an interstate contract take into consideration the 
lower cost to some consumers and the higher cost 
to others in order that the average might reach the 
64 per cent net return which I understand is preva- 
lent in your country? 

MR. ORME: Well, sir, as between individual 
sales, as I said before, most of the pipe line com- 
panies" Pates are On 7a zone basta mow. {laere were some 
few for many years that held an over-all system 
but as opportunity has come up the Commission has 
been rather insistent that they be put on a zone 
mile basis and so far it has been pretty successful. 


They do take,in fixing the rates to be charged in 
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each zone, they take the zone system because of 
service and allocate it to the various zones in 

more or less the manner that I have just described, 
Now, that theoretically would put YOU, AN Va posh pion 
to determine what the level of the demand and the 
weved or) Ui ommods tyra ce swould bel in Ach gone 

by a simple computation, That would be the 
theoretical part but if you follow that theory 
Precisely you some times find YOurseii ain 2 posteLon 
where the commodity component as against the high 
level or distribution service cannot pay that price 
On 4m Inverrupted) load wiso From a Praccuical stand+ 
point There 2s a ligule shifting there, the commodity 
COMPONeEN GS and: GAS Fated, 

THE CHATRMAN: That is a very technical 
answer to my question but I still go back to the 
question. On an allocation of xosts the consumers 
from that pipe line in one area -- let us say one 
state -- would not be paying their share of the 64 
per cent so that the charges to the consumers in 
anotner state through the same pipe line would have 
to be higher so that the 64 per cent as expended 
comes out on the average, Would they sanction 
such an al locetign or scost? 

MR, ORME: Well, Om the “imiternational - 
Pam not vryine Gerbe Evasive, but the total system 
cost of service, you assume an average 64 per cent 


return and in fixing the rates on the various places 
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they are fixed on the basis that if sales will give 
a 63 per cent return, eee ace fixed to those 
mechanics, 

THE CHAIRMAN: well, drawing. that inference, 
should not the rates be fixed to Mid-Western that 
it return 73 per cent to Trans-Canada? 

MR, ORME: if that is the over-all rate 
you are seeking,which I understand it is, you should 
pay a conn arvana eae on the other side, 

THE CHAIRMAN: That is what would be done 
in the United States under the FPC? 

MR. ORME: Thav is correct, sir, 

THE CHAIRMAN: Well, one other question: 
this morning, I think you said in answer to a question 
~~ perhaps it was Mr. Coates, I am not sure which one 
-- DUG YOU BAid Theat the interruptible supply of gas 


which Tennessee was prepared to take at Niagara 


meant nothing to Trans-Canada, in reality, is that 
COVVeCt? 

MR, ORME: I believe Mr. Tippy said that. 

Mo EERE Ys i wes On that rsubject this 
morning, S16, 

THE CHAIRMAN: Let us explore that a minute 
and get to the bottom of it. 

Ra EP Pye I do not believe I said it, 
to my knowledge. 

THE CHAIRMAN: I have not the transcript 


——} here but that was certainly the inference I took 
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from the answer to the question, that from Trans- 
Canada's point of view it was not an Important matter, 

Mi (Laer Loewas 42 plus, 2 thine T said, 
and it could be important under a situation of emer- 
gency and could make additional sales over week ends 
and times when the regular market in the line was 
low, but it was not a question of whether the line 
would sink or swim. 

THE CHAIRMAN: You used the illustration 
Of the Queen's birthday holiday? 

MAY LEP Yes. 


THE CHATRMAN: Now, 18 1G not true that 


having that outlet to Trans-Canada would mean that 
you could have a higher load factor coming through 
your transmission line and could contract with people 
in Eastern Canada on a far better basis for inter- 
ruptible gas? 

Mn Sees: It is true that you could have 
a higher load factor than otherwise you would be able 
to achieve,for the reasons we have mentioned, for 
the markets that were envisaged in Canada, in the 
east, having in mind one of them being Union Gas 
Company of Canada which has a great deal of flexi- 
bility in the way Trans-Canada can deliver. All 
CLENt, Stary OfL withes  pretty nieh. load factor to 
begin with, and the difference of what they could 


achieve without the sale at Niagara and with the 
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Sale at Niagara is, as I Pay 2 DLUS DUG LS, nose 
Wejor Taccor. | 

THE CHAIRMAN: bUt 10 1s -=- 

i, LP Py Les a OLS. definitely. 

THE CHAIRMAN: Yes, definitely, back from 
your Line? 

I. OPPs Yes, sir, the whole cost of 
service in the line would be important to the extent 
of the improved load factor but we are already 
thinking of load factor on the order of 96 Perm cent - 

THE CHAIRMAN: But while you anticipate, 
you would never use it? 

My Cher ns Oh, yes, we would use it but 
no large volume would go across, 

THE CHAIRMAN; Ureees hana vou, 

Mn. PAP EREO: ars Me. Coates, just 
before I get off to this Northern Natural Gas con- 
tract, in hearings before the Federal Power Commis - 
Sion have Tennessee witnesses testified to your 
knowledge that the proposed purchase of interruptible 
gas from Trans-Canada at Niagara is in any way 
conditioned upon their getting the Emerson contract? 

MR, ‘COATES < No, S28; do notibeliave F 
recall any discussion of that tind. If any such 
thing was said I should like to re-negotiate the 
contract with them because the contract does say 
that it is conditioned upon obtaining a permit by 


Mid-Western at Emerson, 
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a 


Q. I appreciate that is what the con- 
tract says but I have been instructed that they 
have said that before the FPC and I was wondering 
whether you or Mr, McNeill ever heard them say so. 

MR. McNEILL: May we consult with Mr, 
Welch? 

Q. wES, Certainly, 

MR. COATES: Mr. Welch was Trans-Canada's 
counsel during the hearing before the FPC and he 
does not recall any such statement. 
le Thank you, Well, now, let us come 
to this Northern Natural Gas contract that was can- 
celled by Trans-Canada in the spring of 1955, What 
was the demand charge that Northern Natural Gas was 
committed to pay as opposed to the 2.20 which Mid- 
West is committed to pay? 

MR. COATES: Northern Natural charge wags 
2.10 per Mecf, 

Qe What was the commodity charge as 
opposed to the 20 cents? 

MM | Oe It was 20 cents. 

Q. And what was the minimum annual load 
factor? 

Mn COATS? it was 75 per cent. 

Q, And did it over the years increase? 

MK, CORTES: No sir, Iw fact, this prece 
was the price for only the first five years with the 


necessity of re-negotiation of price at the end of 


Peabire aiid Fah 


eae 
ee 
x 


yond Jett: Goror meat anelt ovat 7 
4 | eats ij 
\ qi : ‘ i , 
;- F \ ( 1 bo . 
MIKebiek eon TBS’ Ode eae 
‘ Pie ‘ ee, rg 
~ 7 ) ey a! BS (ty 
A) WS TS a le Pine eo yo LPraiko 
WF te A. , Ae y ; 
Oy i ee : ie eae Abia + 
aoet Ais “ 


” a 4 as i ch seal inet 
Cid he! ree ee EE eee ae 


+ 4 . ys ie * 
j : i} 
© 
he a mime 
jag iy a Se ER al we 
F aA phe » Serre Ur) 
wit i Sobcpe A aie 2 Cee Se Di AM ia. vg 
F : > ye + tal j . 
. Ie, bac a 
la 
- n y hited 
a ty reer ee Sapa Sah een Aas AL Oe a 
pe * ‘ i 7 
‘a Nien Mika 4 IX ie 
| BS va Bevat 
A 4 wt Fay ei Pe a ad { 
is ive } J Ye i 3a a Oy va te yan 
J We : 
ao ie gy T yest eis SRY, pe Panta gi 
By ab ; ee | | 


were 
bags petit eae 
ane 


yi ‘ In mes “A 
SO BA aeae 


Pah ve ies a 
f RD “ oe 
iN Ans 
4s 
Bt en Poe ey Pv TAC 8 
ome Not A. ee 
ie 4 et s 
a -. ae 


~ 


falls 


-Eaoel ‘ton 2e0b fp 


eroneroyl.- w tele 


j 

; =a a , : Pi ’ | 

i fe eal || yes a eile Syl ATV BAO aceT vd beafleo i] 
od . - -- 4 iS . ee be vay " 


yet,,.09 dasa dntans 


Lewd iamos el taew 


Sern Lon 


AM 


mayb fedngos 


* { 


4 y i” 


6 
im el 
) Pe 


Sih. Si Be 


tam seq OL 48 


ei 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


that 5-year periods 

Q. So the contract was not as good a 
one as the present one with Mid-West? 

MR. COATES: Well, at the time we concluded 
-- we had some misgivings about re-negotiating the 
price because of the direiculty in arrivine at the 
contract price with Northern. We were not real 
sure we would be able to get 2.10 -- 20 cents --~ in 
a re-negotiation. I might say also since we are 
talking about that price that it became quite obvious 
that Trans-Canada in April of 1955, in order to get 
a further extension to this letter of agreement with 
Northern Natural, there would have to be a re-negotia- 
tion of price before they would be willing to 
commit themselves beyond the April 30th deadline, 

ae Is Mr. Tanner here today? 

MR. COATES: Yess y.e1% 

Q. Mr, Tanner, I have in my possession 
a copy of a telegram sent on June 2nd from Omaha, 
Nebraska, June 2, 1955, to you as president of Trans- 
Canada at Calgary, and purporting to be signed by 
Northern Natural Gas Company, J, F. Merriam, presi- 
dent. Was Mr. Merriam president of the Northern 
Natural Gas at that time? 

MR, TANNER: Yes, he was. 

Ne Now, the date is highly significant 
and I want you to bear the date in mind. He starts 


off by saying: 
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"I am advised that in Spite of my several 
"telephone Ro one orn with you and the several 
"owners of Trans-Canada Pipe Lines Limited that 
"Trans-Canada is continuing negotiations with 
"another pipe line for delivery of natural gas 
"to the United States in arreet ViGlation of 
"Trans-Canada's contractual obligation and 
"other commitments to Northern Natural Gas 
"Company. 

"le expect Trans-Canada to live up to such 
"obligations and commitments to Northern Natural 
"Gas Company. I further expect you to live up 
‘to the personal assurance you gave me at the 
"time of our Washington hearing that Trans- 
"Canada would not exercise any conditional 
"Pleht at) had’ t@ taneel) thas contract with 
"Northern for such period of time as was 
"occasioned by Trans-Canada's own failure to 
"perform, " 


Now, did you give such a personal commitment 


to Mr. Merriam? 


MR. TANNER: Nog TAGid wee: 


Q. Were you in fact in negotiation with 


7] 


Tennessee Transmission at this time? 


MR. TANNER: AD Tae tine = —s 
Q. On AJune. 2? 


MR, TANNER: We had to arrange for an exten- 


Sion with the Transport Board for an extension and we 
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were not in negotiation with the company, with any 
company at the time, We had at that time realized 
it was going to be necessary for us to see what 


we could do about gas to supply our markets or to 


take care of -- to get new markets, if necessary. 
Q. Weigh ab Gus TetoniricantrchaL.on the 


Viewmyenex® day, June (3rd vwas the-day you informed the 
interests that the contract with Northern was ter- 
minated, ide wketeer i havewis datedadune 32 Me Eyer 
and it is addressed to Northern Natural Gas Company: 

"Pursuant to and in accordance with 

"the provisions of clause 20 of the letter agree - 
"ment dated September 16, 1954 between Northern 
"Natural Gas Company and Trans-Canada Pipe 
"Lines Limited as amended by the letter agree- 
‘ment between the two companies dated December 
"13, 1954, Trans-Canada Pipe Lines Limited here- 
“by gives the Northern Natural Gas Company 
"written notice of the election of Trans-Canada 
"Pipe Lines to terminate and hereby terminates 
"the said letter agreement dated September 16, 
"1954, as amended by the said letter agreement 
"dated December 13, 1954." 

Nowoedie,. Tannery: ob tlaeteienie heant. eb 
suggest, that that letter went out the day following 
the receipt of) this telegram. 

MR. TANNER: As Mr, Coates said in his 


answer to your questions a few minutes ago, it became 


} or t 
he ed ie 


ra is ai 


ve i re | us yi : ; nine - ; C 
ae “AE ed weit ation ciedt . 
A : he if 
ieee ed tn. oney Peel” ‘ae sak it pict 


7 


ue ‘st 
; i : hs Wa ‘al e ae ape erg ogene ; + ¢ "se ' 
eae i ee ee} ci BO OA ANS, 


Ny 
@ 
i 
4 


aim be iy ie ede eae 
Cbinedey: epee ant Mint ead e) 
Ul 


ire’ i } “i , 
fae Aa Penal a Si ph ARM al ae 
x LeU RP OLE TR Dae APA “he OS ae 


ape | “6 
aah ink attot yes dee yay ' | 
aye) man a ay soci fmmnot | 
| t ae ane pelt ' at soetante t 
gt ai eee pith “OR au a bre | 


Aarey eeu they Hannan aan Ar Si q 


" 
‘ ie " : i 


fone ee aad ery ext” rey 


f 


Gat enenalet SRR: dent Li trem, a ns 


\ " 
\, ‘ i | 
) vet i 
. Cee. Oe aaa” | 
1 
i 
; fi uf | y ‘ Hy at py ip pt oa wa 7 
ts put feahhiy't] VOM oe 
Nd ee a ‘. aa 
Weel i of ie hi men a 3 
: 4 
Pan kU, i ' | | 
ay vies vl hice wy ie age biel 1 ' 1 a 
+ ms * , “sy Aart : * 
f i iy ey 1, 
a, 
ela aia ae 
y t 2, j , bt 
t a . sy “ A ie 
Mee bipedal gt 258 ae 
Pir Sere ) £4 Py im § ogi %; 
Ki “evr ay tary: Ah iF on, ak pha a" ; eae : 
j fh anus jee: sce aa | 


12! gt See i pa » aR i 


o a sis 


i ei ah 
ely Ese Br bie pls 


j a Pay ‘ + ‘ f 
iy ft : te r ‘iM * is é al i 

, oerl ‘ a a 
ak i 


a 
a 
« 


D2 
ANGUS, STONEHOUSE & CO. LTD. 2358 
TORONTO, ONTARIO 


quite evident to us as a result of discussions 

with the Northern aria that they were not prepared 
to extend the contract we had with them without a 
re-negotiation on price, and when that was evident 

we -- that was evident as a result of different 
discussions we had had with Northern Natural. 

There was, as I said before, a consideration of 
trying to get other markets because it was very 
important that we have a market when having our 
permit with the Transport Board extended. We 

had discussed with other people in different places 
the possibility of getting gas and Mr.Merriam, it 
seems, had information that we were discussing possi- 
HiILLtles Of (26hting fas but no negotiabions on no 
contract had been worked out. 

Q. inveany event, you say the contract 
was not as desirable a one as your present contract 
with Mid-West? 

MR, TANNER: I say the contract that we 
had with Mid-Western or with Northern Natural had, 
iy Order, TOr Us. to @o to the. Transport Board -— we 
had to have a, contract’ of some kind. We approached 
them and asked them to extend that contract and they 
refused to extend the contract without a re-negotia- 
tion on price, Now, if that answers your question. 
The assumption was that the contract would not be 
a6 600d as 10 them was, 


THE CGHATRMAN: In other words, they wanted 
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cine 


a lower price? 

MR, TANNER: » Yes, 

ge a Ae Oe Q. And they thought they 
Mad Vouover tne barrel because you had to have a 
contract to get an extension? 

MR. TANNER: We felt it was very impor- 
tant that we get this extension or some other firm. 

Dia io ORC Mr, Pattillo, could I make 
one comment there in connection with our negotiation 
on price? In the Northern contract Trans-Canada 
had appeared before the FPC as a supporting witness 
tor Uae Northern Natural application for gas at 
Emerson and in those proceedings before the FPc 
five of “he large customers of Northern Natural 
who proposed to buy additional gas from them and 
had so given them notice opposed very strenuously 
the importation of this Canadian was. They made 
a statement that you will find on the records of 
the FPC thar they did not want any of this gold- 
plated Canadian gas that had been contracted for. 
tak gave prises to our belle? that Northern, to 
CONnEINUe toile conuracc, would insist on some price 
less than the contract price that then existed so it 
would no longer be gold-plated Canadian gas. 

THE CHATRMAN: It is copper-plated? 

MA PAST EGLO I notice the time, Mr. 
Chairman, and I think that covers everything that I 


ay 


want to question these witnesses about. The reason 
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I am Beye Cia ce.1 that Mr. Stewart wants to AS 
away and I have told him that he could ZO. Pe, 
Stewart is the geologist who has given us the 
reserve figures and I have no further qUuesvions 5 
want to direct to him and if any of the members of 
the Commission want to speak about reserves with 
Mr, Stewart perhaps we should do that now. As far 
as the other witnesses are concerned we will have 
this further exhibit tomorrow and of course I want 
to question Mr, Atkinson in the LeU or iwiepiwe 
have now found out, and I imagine many of you have 
questions that you want to address to this gentle- 
man. 

THE CHAIRMAN: There was one question on 
the reserves, just while we have Mr. Stewart here, 

MR. McNEILL: Mr, Chairman, may I say at 
this time that it is not a question of Mr. Stewart's 
desire to go, he has a commitment to appear before 
the Board of Transport Commissioners in connection 
with another application and he has to be in Ottawa 


tomorrow. Mie, Torte will be available. 
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THE CHAIRMAN: Mr, Stewart, have you 


peara The /eVicencevpiven po une Commission, .or 


read the evidence given to the Commission with res- 
pect to Alberta's gas reserves by the O11 and Gas 
Conservation Board? 

MR, STEWART, Jr.s (eas lL have. Taoid 
near it. 

THE CHAIRMAN: Have you. heard or read 
the evidence given to the Commission by the Canadian 
Petroleum Association with respect to overall re- 
serves as distincs from just Alberta? 

MA.) oO DEWAR Ghd its ts  NOs Sars NOD. directly: 
just hearsay. 

THE CHAIRMAN: Have you, for Trans-Canada, 
made any estimate of proven and probable reserves 
in Alberta? 

MR oS CE ARE Js Yes; Lf have. 

THE CHALRMAN: What is your view as to 
the, estimaves: 

MR.) SPRWART, Jret I have made a prelim- 
inary estimate as of January lst, 1958 of the presently 
proved and probable reserves in Alberta. Maybe I 
had better qualify this: my company has and I have, 
over the past six years, made several estimates of 
the reserves of the Province of Alberta in connec- 
tion with our work for Trans-Canada. On two occa- 


Sione,. one in 1951: and again in, 1953, it. 2 receis, 


we presented those estimates in hearings before the 
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Oil and Gas Conservation Board of the Province of 
Alberta. Our last detailed estimate for the 
Province, that is, by making a relatively detailed 
study of each field and au ROServoiry in the rro= 


vince of Alberta, and independent from the Board's 


estimate, was as of July, 1956, and at that time 
we estimated the proved reserves in the Province 
to be 15.6 trillion, and the proved plus probable 
approximavely 20).5° tritlton, Lit a recaii those 
figures. Based on a preliminary review of develop- 
ments since July, 1956 to the present time, I 
estimate that the presently proved reserves in 
Alberta are in’ the order of 18 trillion cubic feet, 
and that the proved plus probable are between 23 
and 24 trillion’ cupric sset, 

THE CHAIRMAN: Is Trans-Canada in posses- 
ion of your estimates? 

MR. OLEWART. Jr: They have been advised 
Of Ps / Ves. This is mov a Tormeal report thap nas 
been submitted, of any kind. 

THE CHAIRMAN: Lo eer. 

De OW) ed acs This 1S “just a rea 
Vielom, or “the “uly, TOSCO ‘figures. “Tt i's based™on 
incomplete information. some of these new fields 
are just being developed, and’ that information has 


been helo Conridential, “areleast fivpart. cos au 


this time, with what I have had available, it has 


been impossible to make a detailed review of all the 
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new developments, and we haven't done SOs. OU ad 
my judgment, the proved Peeoiioa Os. Ol Mone al reat 
of 1958 are in the order of 18 trillion. In 
other words, if I did make a detailed estimate I 
would be within, oh, 5 per cent of that Pieures 

I think that would be right. 

THE CHATRMAN: Thank you very much. 

I have no further questions to ask about 
reserves, Mr. Pattillo. Everybody else, I take Us, 
with the exception of Mr. Stewart, will be here 
tomorrow? Mr, McNeill will be here? 

MR. McNEILL: YES daa eshew here. 

THE CHAIRMAN: Because, obviously, “we 
nave not yet finished. 

MR, McNEILL: It is possible we may have 
odd ones in and out tomorrow because we have a 
Conservation Board hearing, and we are going to have 
tO Givide ‘our forces tolsome “extent, 

THE CHAIRMAN: On behalf of the Commission 

I want to express our appreciation to Mr. Stewart, 
Mr. Tippy, Mr. Coates, and all the others of you and 
your staff who have worked long hours to help us’. 
We realize you have worked hard and late hours, and 
when a situation develops that you cannot get some- 
thing copied, and it is going to throw more hardship 
on the staff, please tell us, because we don't 


want to press you unless it is absolutely essential. 
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Mi sO LuWAR det | Thank you. very much, 
Sir; we havevenjoyed 1°: too. 

THE CHATRMAN: We will adjourn now until 
9.45 tomorrow morning. 


---Whereupon the hearing adjourned at 4.40 p.m. 
until 9.45 a.m. on Tuesday, February 25th, 1958. 
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Hearings held at Calgary, 
commencing Monday, February 
35) 2050; Jat 10. 00 Bie. 
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Tuesday, 
February 25, 1958, 


---On resuming at 9.45 a.m. 


---Mr. Commissioner Cushing was not present. 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. 

Mia vse aout lo 

MR. PATTILLO: Thank you, Mr, Chairman, 

Q. There was a question I asked you, 
yesterday, Mr. Orme, which you were unable to answer 
at the time. If you could tell us now as to what per- 
centage of the industrial market that you forecast for 
five years was under contract. You said you were 
not able to tell us exactly that you would look into 
your records and see what you could come up with. 

MR. ORME: That was just called to my atten- 
tion, Mr. Pattillo, and I was not able to make the 
computation, but if you will wait a little LOngers aL 
WLiTT work It” out. 

Q. Thank you very much. 

Now, Mr. Coates, in connection with this 
Emerson contract, I think the company has some letters 
from the former Minister, the Honourable C.D. Howe, 
which have been referred to from time to time at the 
hearings of the: fF .c., and I would like to have those 


read into the record, 
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MAs MeNK ELIS Mr. Pattillo, I have been 
making a Search to see if we have those letters 
with us, or a copy, and with all the material we 
have with us; we-do not have’ a’ copy of those letters 
which are dated September, 1955. 

Q. Would that be because the company 
places no reliance upon them? 

MR. McNEILL: NO. sins fokhas nothing 
whatever to do with that. It is because they are 
locked up very safely. 

Q. Perhaps you would file those subse- 
quently, Mps.«MeNeii> andar Domight ask Mr.. Coates 
one or two questions regarding the letters which, I 
Suppese,-are-very familiar to you, Mr. Coates? 

MR COATES : Yes Bin. they are. 

Q. What, in essence, is contained in the 
letters? 

MRS CORTES: In essence, the letters state 
that after action is taken by the Federal Power Com- 
mission in the United States, that the Government of 
Canada would undertake to take action in connection 
with the issuance of a permit from Canada. 

Q. Am I clear, then, as a preliminary to 
any consideration by the Government of Canada, there 
must be some action taken by the F.P.C. in the United 
States? 

MR. COATES: Yeo, Lr, that is correct. 


Q. And am I clear, if there is action take 
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TP py the F.P.C,. and a permit to import is granted to 


Midwest, then the Government of Canada has agreed 
to review the matter and make a decision? 

MR. COATES: Yes, sir, that iS correct. 

Q. But the Government of Canada has not 
committed itself in advance as to what its position 
is going tobe? 

MR. COATES: INL Sip ple Syn ay ear Gh ioaat@ is Rake rely. 

Q. Now, if I might ask you a few ques- 
tions, Mr. Coates, as to Mr. Milner's letter. Will 
youMplace Westin frone ‘of you? 

MR. COATES: Yes; "Sir: 

Q. I am referring to the second paragraph 
on page 1 where he says: "As far as I am concerned, 
there was every advantage in making an alliance with 
Pacific Gas and Electric which conceded the prior 
rights of the Canadian market rather than with the 
group, also American-dominated, which is obviously 
endeavouring to obtain a monopoly of the gas on the 
Canadian-American Pacific Coast and the States and 
Provinces immediately to the east. Trans-Canada, 
it seems to me, should have adopted the same atti- 
tude." 

Now, am I correct in thinking what he is 
talking about there is Tennessee Gas, El Paso and 
Pacific Northwest? 

MR. COATES: No, sir, . would nor say that 


is correct. 
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Q. Well, Tennessee Gas Transmission 
is not operating in ae Pacific Coast market in the 
United States, is it? 

MR. COATES: Noy “sir. 

Q. So when he is talking about a group 
"which is obviously endeavouring to obtain a mono- 
poly of the gas on the Canada-American Pacific 
Coast", he can only be talking about --- 

MR. COATES: I would say he is talking 
about Westcoast and its contractual arrangements 
with Pacific Northwest and Pacific Northwest and 
their connection with El Paso Natural Gas Company. 

Q. Then, when he goes on to say, "ob- 
taining a monopoly in the states and Provinces 
immediately to the east", he is talking about Tennes- 
see Gas? 

MR. COATES: I do not know, sir, whether 
he is talking about Tennessee Gas or whether he is 
talking -- I believe Pacific Northwest Pipeline pro- 
posed to served some Pacific Coast States; Westcoast 
proposed to serve Pacific Coast Provinces in Canada. 
Pacific Northwest also proposed to serve directly to 
the east of the Pacific Coast States such as Utah, 
Idaho -- whether or not they had any sales in Montana, 
I do not know, but they do go down to Colorado and 
Nevada. 

Q. As a result of your former connections 


with Tennessee Gas, do you know whether there is any 
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association, direct or indirect, between El Paso 
and Tennessee Gas? 

MR. COATES: No, sir, there is no such 
connection -- since I resigned my position in 
August, 1954 there has been no connection -- there 
was a connection prior to that time, and.I am reason- 
ably sure there is not at this time. 

Q. So far as Trans-Canada is concerned, 
has there been any association, direct or indirect, 
between it or any of its officers with Westcoast 
Transmission? 

MR. COATES: None that I know of, sir. 

Q. Or with El Paso or Pacific Northwest? 

MR. COATES: No, sir. 

Q. What construction did you put on this 
phrase in Mr, Milner's letter? 

MR. COATES: It is my belief that Mr. 
Milner was suggesting to Trans-Canada that they ally 
themselves with the Alberta and Southern and Pacific 
Gas and Electric Company projects and fight vigor- 
ously against the Westcoast project, and support the 
project going south from Alberta to California. 

When I say "support", not necessarily active support, 
but in fair time when such a thing should come tO 
pass. 

Q. I refer you to the last sentence in 
page 1 of the letter: "In my opinion, as I have 


frequently stated, the advantages of the Tennessee 
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contract must be determined on the assumption that 
we will pay for gas délivered to it, four or five 
cents more than is now being paid for gas which, 
in my opinion, has been dedicated to the Canadian 
market." 

Had Mr. Milner frequently expressed that 
point of view to you and other directors of the 
company? 

MR. COATES: No, sir, I do not think fre- 
quently referred to the price. Mr. Milner was aware 
OL the price we Telit we could pay for” sas; he was 
also aware what Alberta and Southern was offering for 
gas; he was aware of the fact Alberta and Southern 
was not paying four or five cents more than Trans- 
Canada was; he was also aware that the prices that 
were being paid were similar with the prices that 
have been offered. We have not been very success-— 
Pus wi. Dey LPe ac. 

Q. You were successful, so far as the 
Carbon field was concerned until you withdrew the 
contracts before they had a chance to sign them? 

MR. COATES: That is a very special case, 


Mie: Pact O.< 


Q. Perhaps you would explain that to us? 

MR. COATES: Sir, in an attempt to co- 
operate with the local utility company and Canadian 
Western Gas Company, we had agreed some months ago 


that if Tennessee Gas, from whom we were buying the 
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Carbon field would replace that gas to us in some 
other area that would’ be equally valuable to us, 
then we would make an exchange and would, so to 
speak, get out of the Carbon field because the 
local utility was anxious to have that field to use 
in Sonnecvlon with their service to Valeary, first, 
to meet winter peak loads and later, if the field 
was depleted somewhat, to use it in connection with 
storage fields further to meet peak requirements of 
the City. 

Q. Did Tennessee Gas make that exchange? 

MR. COATES: Well, the discussions 
carried on for some months and during the time it 
was carrying on and since, we had not been able to 
obtain a satisfactory exchange. This new group to 
whom you refer we offered contracts, wrote to us 
Saying that they had gas in that field also and, inas- 
much as we had a contract with Tennessee Gas and 
would be taking gas from the field, they would like 
to discuss the contract with us. During the: time 
that the discussion of contract was going on with 
Western Leaseholds and its associates, we were able 
to consummate the exchange with Tennessee where we 
had no contract in the field, thus framing the pos- 
sibility for the use by Western Canadian Gas Company 
and,to co-operate with them, withdrew from negotia- 
tions with Western Leaseholds and its associates. 


Q. In fact, Western Leaseholds and its 
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associates had signed contracts ready for signature, 
did they not? 

MR. COATES: Nog Sir, they did. inev, 

Q. Did they not have draft contracts? 

MRY COATES: They had. draft contracts, sir. 
There were discussions going on between them -- for 
our gas supply with respect to certain provisions, 
certain changes that had not been agreed to by us, 


nor had they been agreed to by them. 
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Q. Mr, Coates, would you say the result 
of your withdrawal from the Carbon field is going to 
result in a detriment to the producers of the Carbon 
field? 

MR. COATES: No, sir I don't believe that 
Lo Wid It is my understanding that Canadian 
Western is very anxious to purchase gas in the field. 

Q. On the same directions as you are 
proposing? 

MR, COATES; I do not know what they are, 

MR. McNEILL: Mr, Chairman, I realize 
that this is not a court and this is not a place 
where a person objects to questions but the Alberta 
Oil and Gas Conservation Board commenced its sittings 
this morning in connection with the Carbon field, 

I think we have been entirely frank in what we have 
done in connection with it and if Mr. Pattillo has 
other questions of Mr, Coates I would have no hesi- 
tation in having Mr. Coates answering questions of 
fact on the Carbon field. I do think it is en- 
tirely unfair because we are in business, we have 
to operate before and under the jurisdiction of the 
Oil and Gas Conservatinn Board to ask Mr. Coates 
to draw a conclusion as to what is right or wrong, 
in effect to say up here while the Conservation 
Board is sitting in the court house deciding the 
answer to that very question, I think is manifestly 


unfair to Trans-Canada. I can quite see the 
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Calgary Herald and Calgary Albertan in their next 


issues setting up any differences that might come up 
Coates, with the delibera- 


in,this hearing from Mr. 
tions of the Conservation Board. 
I doubt very much if that 


THE CHAIRMAN: 
All we are concerned with, 


is Mr. Pattillo's object. 
Mr, McNeill, is getting 'the facts and in getting the 


facts before this Commission could not possibly 


prejudice. 
The facts as they pertain 


MR, McNEILL: 
to Trans-Canada or in Trans-Canada is knowledge and 


we are perfectly willing to answer anything of that 
I think we have answered, and if 


description. 
there is anything more we would be pleased to add. 


It is only a question of conclusions. 
I think Mr. Pattillo will 


THE CHAIRMAN: 
I agree with you and I think the 


agree with you, 
Commission agree that we would like to get the facts, 
That is as far as I was 


MR aPAT PIE: 


going to go, anyway, but I think I should make it 
Coates had said that 


clear what I had in mind: Mr. 


they were having difficulty in getting contracts and 
price was 


the question was in my mind whether the 

going to have to go up to get the contracts or 
whether, and I say this with some diffidence, you 
really were going to have people make arrangements 


amongst themselves that were going to be to the detriment 


of the producers. 
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MR, COATES: Well, Mr. Pattillo, the only 
thine 1. Can) say further to that, as far as the 
Carbon field is concerned I believe that Trans- 
Canada -- and I have been told by my legal counsel -- 
are bound by the laws of Alberta to protect the users 
of gas in Alberta. The Conservation Board has the 
authority to so correct us, to protect the user of 
gas in Alberta and our permit from the Conservation 
Board so provides. 

Q. I could not agree more but until 
the Alberta Conservation Board makes the decision 
that the Carbon field is for the benefit of the 
people of Alberta I am concerned as to prior arrange- 
ments made without the protection of the Conserva- 
tion Board. 

MR. COATES: Well, we hope that in the 
Carbon area if the Conservation Board decided 
against it being used in Alberta that we could 
consummate some arrangements that were being 
negotiated. 

THE CHAIRMAN: Matters have just been held 
in abeyance, is that what you mean? 

MR, COATES: YES ,.. Sie. We would like to 
go back to the field and attempt to purchase 
gas from it if the Conservation Board decides it is 
not in the best interest of Calgary to have. 

MR, PATTILLO: O. On page 2 of Mr. 


Milner's letter, in the price comparison statement 
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forwarded to him from Mr. McNeill under date of the 
18th of November it appears that for the first three 


years the price per Mcf to be paid by Mid-Western 
gas is 28.06 cents, and the price to be paid in 

the Manitoba zone is 28.33 cents. In the next two 
years the corresponding figures are 27.07 cents 

and 24.58 cents. In the second five years they 
are 28.09 cents and 24,58 cents, The advantage 

to the Manitoba zone would be more than offset 
during these first ten years, at least, by the 
increased prices you will be paying for the Tennessee 
gas. 

Mr. Coates, what I wanted to ask, is that 
a true statement? 

MR. COATES: Sir, yesterday we put evidence 
in in connection with the cost of doing business with 
Tennessee and the service to be rendered and the 
terms that we have made with the assumption that we 
could buy gas at the price that is now being offered. 
Obviously if we had to pay more than the price that 
is now being offered for gas to service our con- 
tract it would have some difference in the ability 
to earn in connection therewith. Tt (OL .CGurse, 
would not change the prices for the selling, that 
is the selling prices, 

Q. These prices that are mentioned in 
this letter are a combination of the demand price 


and the commodity price? 
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MR. COATES: Yee Sin, I think you will 
find they correspond with figures that have been 
placed in the record. 

MR, McNEILL: i, think I might clarify, that, 
My. Pattiilo, The price in the comparison statement 
referred to by Mr, Milner is the one we have submitted 
to this Commission, the first sheet under Tab C, It 
is exactly the same tabulation. 

Q. Thank you, Now, Mr. Coates, if 
Mr, Orme's calculations of the first five years are 
applied to the Trans-Canada present system, that is 
if we assume the increase that he has put in his 
5-year calculations and find it flattens out at the 
end of the 5 years and remains the same, will the 
present facilities which are either built or are in 
the process of being constructed be adequate? 

MR. COATES: Ves eats 

Q. They will be adequate? 

MR. COATES: Cece be 

Q. And they would still be adequate if 
you had the Emerson contract, is that right? 

MR. COATES: Yes, they could be made to be 
adequate. 

Qe Now, if Mr. Orme's other calculations 
as to the market in the next 30 years are taken into 
consideration are the present facilities adequate? 

MR, COATES: Not to meet the 30-year 


figure. 
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aye And what would you have to do in 
your opinion to be ie to meet that 30-year fore- 
cast? 

MR, COATES? Well, we would obviously have 
to complete. the present pipe line that is being con- 
structed, compressors, looping and additional pipe 
lines. Just how many lines would be required I am 
nov ina position to say racnt’ at this time’ but’ it - 
would require additional facilities. 

Q. With his forecast of the five years 
will looping be necessary or will it be merely a 
matter of compressors? 

MR, “COATES? I believe some looping would 
be necessary, Mr. Pattillo. 

As Have you had any of your people do 
any calculations as to approximately how much looping 
will be necessary and what the cost would be? 

MR, COATES: Only some very rough estimates. 
I might ask Mro*Tippy to discuss that. He has been 
in contact with some of our engineers who have been 
working on that. 

Me. See Ss Mr, Pattillo, we have not yet 
had a study of the cost of construction of the program 
to meet Mr. Orme's forecast even during the first 
five years, but we have taken a look with this in 
mind, that as Mr. Stewart stated yesterday increments 
to the pipe line will probably come in layers, so 


to speak. I believe he mentioned the first layer 
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as being something like 1.2 trillion cubic feet for 
Canadian markets and I believe that came -- just a 
moment, I have a piece of paper that I think might 
help -- in the construction which would actually come 
in L961. 4% would add about 190 million cubic feet 
per day capacity to the line and a probably coarse 
estimate is that they will probably be a cost of 
around $105 million, a small portion of which could 
be covered by cash generated in the company with 

$100 million financed at that time. 

Then, there would be a second layer of 
1.3 trillion cubic feet for which the construction, 
assuming the permits are granted in proper time, 
would come in 1963 and that would add another 150 
million cubie feet per day of throughput capacity 
to the line and might cost in the order of $85 million 
of which $80 million perhaps would be new financing. 

That is some measure of it. LGoas. thie 
best we have until an actual study can be made which 
would take some time. 

Q. Now, did the original financing of 
last year cover the contemplated line from the main 
line to Emerson? 

MR. COATES: NO, clr, Lb O10 Roe, 

Qe And how much do you estimate roughly 
that line would cost? 


MAS TLPPY: Mr. Pattillo, the financing 


last year covered the program as set forth in the 


ia oer 


hie 


“te ii te stent sat wea ok 


iad we awn’ ee har a ial ian 


| weak oka eh te a: rue | ber ‘aria: = 


ademas swihtheoneer ae’ Biday oie ene. we oe 


A CBOE) ag eae ais 2 
Bhs | 
I, ; Adina ere. fhe 
oh 
y Ate VASIOG tn fe ” 
ee? | 
F | s a 
SO TRE Bypgsisi wed’ We. toe: ae Ri at Le pac oe ¥) : q 
1 | | | | 
7 na \ 
‘ ’ | is fas 2 i th. iy aydindy eh etsy eu yf bee gies iis ott) C rao jaskereat: & i 
As j m big | 
Po anit ence ci ethninet: oetal: an incon itd! grin a i 
| 


i, GPL, sation Hee ot ey’ Beales ie se i f ct ‘5 ‘sttoo: eer he 
BD | DoE Ha Seen Ce a fou Eiuo notre 
CRA ew! aan tieeh | wich) tig ie ut bie: Sete ne a 
HART Wee ee Lotow wenklee bait (te wey te Be. ca at 6] 
Pe mo A a me . or ouceiiale by oT ot nie i Pie So 


Shain el ao bute | Cate i a Le ly ane at feet! 


nk agin os av! sie a, 
i away a el eset f Ee Pike beh * fier: eee a ‘ en i) i any i oe oa 4 m a Ph un " { 


. fie 


al amt diet | 


Cee me Aaah bedal ee rien e 
on DED Vs) tt de ra 
ERO ORME He 15ery eh ibm vod ‘ih 
‘i ators f° 6h). .o i Rib tl 
add ee met ‘Nei ae srlicrew 


i) aan (id cee uN 
9! eae MAO Gnu “aie olin a 


2380 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


finance report of February, 1957 and all the financing 
assumed in that report,all but about $5 million,was 
actually accomplished at the time of the financing. 
This year the construction program has been accelerated 
somewhat by additional pressures being installed 

in 1958 which are scheduled for later years, so 

there is about $3 million involved there or a 

total perhaps of $10 million of new financing of 

one sort or another, for this year. 

Now, if Emerson were to be certificated 
and the two trillion feet permit granted in adequate 
time to commence the sale at Emerson at November 1, 
1959, there would be a further 1959 requirement for 
financing on the order of $30 million. 

‘ar So to sum it up, you need $10 
million this year: if Emerson comes in you need 
another $30 million next year. If this market fore- 
cast of Mr. Orme's in five years is realistic you 
will need to cover that in two layers, approximately 
$180 million? 

MR. COATES: That is correct. 

0. That is fine, thank you. 

Now, may I have Mr. Atkinson? 

MR, COATES: Before we leave Mr. Milner's 
letter could I say one other thing in connection with 
gas 


‘oe Certainly. 


MR, COATES: Mr, Milner was a director of 
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Trans-Canada at the time an extension was given to 
Mid-Western at the prices that now appear in the 
contract. He had indicated his willingness for 
an extension if we could obtain from Mid-Western 
the approximately 2-cent increase in price that we 
were successful in obtaining, with a further one 
cent if Mid-Western did not obtain a permit from 
the FPC on November lst, 1958. 

THE CHAIRMAN: I would like to ask Mr. 
Coates a question before you call Mr, Atkinson. 

The date of Mr. Milner's resignation was 
what? 

MR. McNEILL: December 14, 1957. 

THE CHAIRMAN: The January 23rd date 
was the date on which he was replaced on the Board? 

MR. McNEILL: No, that was -the first 
directors! meeting after December 14, “In other 
words, that was the meeting at which the letter of 
resignation was received and was accepted. 

THE CHAIRMAN: Formally received by the 
directors? 

MR, McNEILL: dye toon mise gilved sh ry: 

THE CHAIRMAN: But his letter itself was a 
plain letter of resignation addressed to Mr, Tanner, 


was ito nov? 


MR, McNEILL: That 16 fient. 
MR, COATES: That is right and it was 


dated December 14, 1957. 
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THE CHAIRMAN: Was that letter acknowledged 
or answered by the company? We have had the letter 
but we have not had any indication that the state- 
ments in it were in any way disputed by the company 
in writing, 

MR. McNEILL: I am not under oath, Mr. 
Chairman, but I was instructed as secretary of the 
company, at the January 23rd directors! meeting, to 
acknowledge receipt of Mr. Milnerts letter of 
December 14th and to advise him that the directors 
had, with sincere regret, agreed to accept his 
resignation, which they had done. Further I was 
directed to advise him that our directors had noted 
his views as set out in that letter. 

MR. PATTILLO: Including the jaundiced 
eye? 

MR, McNEILL: I made no reference to any 
specific item other than his views had been noted 
and the only other item in the letter, to my recol- 
lection, was that I added some personal reference 
myself. 

THE CHAIRMAN: You had no instructions 
from the company to endeavour to justify the com- 
pany's policy, using Mr. Milner's expression of 


a contrary view? 


MR. McNETLL: NOs s.0% 


THE CHAIRMAN: Thank you. 
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TORONTO, ONTARIO 


MR. PATTILLO: Can we have Mr. Atkinson 


sworn? 


D.H. ATKINSON, sworn. 


BY MR. PATTILLO: 

Q. Mr, Atkinson, you are a director of 
Trans-Canada Pipe Lines? 

Be Ne Sense 1 

Q. You joined the Board, I think, some 
time in 1956? 

A. Barly July, as I remember. 

Q. And from the time you joined the Board 
up until now you have been the head of the finance 
committee of the Board? 

A. General finance committee, yes, I 
believe. 

Q. Now, I would ask you, Mr. Atkinson, if 
you would refer to the prospectus that was issued 
under date of February 13, 1957 and particularly to 
page 28. I am referring to the first complete para- 
graph that commences on that page: 

"The mortgage will provide that after com- 

"oletion of the initial pipeline system, 

"additional bonds may be issued from time 

"to time against the acquisition by the com- 

"pbany of the Northern Ontario section from 


"the Crown Corporation to the extent of 
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"100 per cent of the net bondable value 
“of the property so acquired, less an 
"amount in lieu of depreciation accrued 
"after the date of acquisition by the 
"company of the Northern Ontario section, 
“put Moy in excess TOR $120: mL lpLomy ) cis 
"such issuance will not cause the total 
"principal amount of bonds and purchase 
"money obligation then outstanding to ex- 
"ceed 70 per cent of the company's total 
"Capitalization, as defined, and if the 
“company's earnings show a required re- 
"lationship on a proforma basis to its 
“interest and’ sinking fund obligations, 
"additional bonds may also be issued after 
“completion of the initial payment from 
"time to time in an amount equal to 60 per 
"cent of the net bondable value of other 
"property 2dditions, which may include oil 
"end gas-producing properties up to a limit 
"or $25 million, subject to the same require- 
"ments as to capitalization and earning ratios ||’ 
Now, Mr. Atkinson, you have heard the evidence as to 
the capital additions that would be required in the 
forthcoming years, namely, $10 million this year, $30 
million to build the extension to Emerson and approxi- 
mately $180 million for the whole line if the calcu- 
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years “arernealistic< 

Has the finance committee of the company 
given any consideration to how these monies are to 
be raised, in the light of the paragraph which I have 
just read? 

A. Well yuMr. Pattillo, quite obviously 
there is in existence no exact plan of finance. We 
have, amongst ourselves, frequently talked as to 
what ‘could (be done. wii thinkiwt: fs safexrto Ssay- that 
it would be the intention to recommend to the directors 
that, to the extent permissible by these paragraphs 
and the restrictions mentioned therein, that any addi- 
tional finance should be done by way of additional 
first mortgage bonds, of course, always provided that 
the money markets are, at the proper time, sufficiently 
receptive to make that possible. The balance of any 
money required might take several forms, as you know. 
It might be done by way of debentures, either straight, 
convertible or with warrants attached; it might be 
done partially by preferred stock or even done partially 
by common stock. 

I think the decision would have to be made 
in the light of the circumstances at the time of finan- 
cing as to which type of instrument would (a) be* the 
most saleable and (b) the most advantageous to the 
company. 

Q. You agree with me, do you not, that 
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bonds to the extent of 60 per cent of the net 
capital additions is pretty onerous? 

A. DGS ORSrous wevyes. 

Q. For instance, in the case of the 
Interprovincial Pipeline Company, the percentage is 
SO; per cent, is it not? 

A. I am not' familiar with that but I am 
not at all surprised to know. 

Q. Why was the limit of 60 per cent put 
on here? Do you know? 

A. I do not know. T believe it was 
stipulated by the Metropolitan Life Insurance Company, 
who were, as you know, large purchasers of our origi- 
nal issue. 

Perhaps Mr. Tippy would like to answer that. 

MR, TIPPY: I would like to add just this, 
Mr, Pattillo, that the utility type mortgages in the 
United States -- I am speaking now of chiefly one 
having to do with distribution utilities in the larger 
companies -- quite commonly have the 60 per cent 
elause,. 

It is a common practice, certainly in the 
generating utility business in the United States, 
where there are some pipeline companies that have 75 
per cent, the 75 per cent clause in them, so, while 
this is more burdensome than most of the pipeline com- 
pany mortgages in the United States, it is Lh. ene 
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Q. In connection with the purchase, Mr. 
Atkinson, 2h the future, of this section of the line 
presently owned by the Crown, am I correct in think- 
ing that you are entitled to issue bonds for the 
full capital amount of that, provided, however, that 
the issue with the bonds outstanding does not exceed 
70 per cent of the assets of the company over and 
above the liabilities? 

A. That is the way I read this restric- 
tion. 

Q. And do you agree that, in the light of 
the contract with the Crown regarding the proposed 
purchase of that section of the line, it is most 
desirable that the line be purchased before the amount 
is no longer a depreciable amount? 

AP, Oh; very definitely. 

Q. And do you agree, therefore, that 
with this restriction that exists there, it is most 
desirable that the company have an option that 
brings in as many dollars in revenue as possible? 

A. On Pavers. 

Q. In other words, is the Emerson contract 
in any way an essential to get around this require- 
ment? 

A. IT hesitate to make a blanket reply 
tO thacyiMr?s Patvtillos Tssmmply don't know. I would 
say in my judgment it certainly would be advantageous; 
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little more advice from people who know more about 
the technicalities than I do. 

Q. Let me put it this way: has the 
finance committee at any time considered the diffi- 
culties of meeting these requirements in the future 
Tor the, acquisition of that Crown section of the .1ine., 
with or without the Emerson contract? 

A. No, IL can't say we have considered it 
in the lient of what you have said at all, Mr. 

PeUt. LO. 

THE CHAIRMAN: Has the whole of the finan- 
cing been set up on the basis of the Emerson contract? 

A, Pardon me, sir? 

THE CHAIRMAN: Has the whole of the finan- 
cing of the Trans-Canada been set up and established 
on the basis of there being in existence an export 
permit and the Emerson contract? 

A, On the contrary, sir, this whole scheme 
of finance was based on Canada only, and Emerson, at 
the time of finance, was not a probability nor was 
it considered in relation to the financing of this 
Canadian company. That is, in my judgment. 

MR. PATTILLO: O.. wo far aa you, Were acon 
cerned, as the Chairman of the finance committee, 
having to recommend the approval of this scheme to 
the Board, you didn't consider the Emerson contract 
at all? 


A. On the contrary, we simply had to 
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consider Emerson as out. 

Q. As out?, 

A. As not existing. 

Mite LErey ¢ May I add one more word, Mr. 
Pattillo? The whole study on which the financing 
was based, which Commonwealth Services made, was 
premised on the fact that the Emerson sale could not 
be counted in determining whether the project was 
financeable. We made reference to it only briefly 
in a sort of appended paragraph in a report as being 
a plus item which could improve the picture, but we 
had to prove to the financial people, I mean the bond 
purchasers, that the project would go without Emerson 
in order to do the initial financing. 

Q. You agree, Mr. Atkinson, that the 
Emerson contract, if it was permitted, with the load 
factor and the revenues anticipated from it, would 
make it much easier for the company to meet these re- 
quirements to which I have referred in page 28 of the 
prospectus? 

A, They would make them infinitely easier 
to meet and finance, in my judgment. 

THE CHATRMAN : But, not having the Emerson 
contract, had the Emerson contract never materialized, 
the financial stability of Trans-Canada Pipe Lines 
would not be jeopardized? 

A, I would say that 18 correet, sir. 


THE CHAIRMAN: Well, it must follow, if you 
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laid your whole basis of Tinancing on the exclusion 
OL the Emerson Contract. 
A. The operation, in my judgment, was 
| fully solvent without Emerson, otherwise we wouldn't 
/ 


have been able to finance it. 


THE CHAIRMAN: And if the Emerson contract 


matertaitzes, it will bé a distinct advantage in 
purchasing from the Crown the section that was paid 
for by the Crown and now leased to the company? 
Ae I would’ say very much’ so, yes, siz. 
rt Mi PAP TLOLO: I think those are all the 
questions I wish to ask of these witnesses from the 
company. JI understand that Mr. Orme will give me 
that calculation which he has. 
THE CHAIRMAN: Well, I would like to ask 
Mr. Atkinson another question: 
We are only now on one of the 5-year 
plateaus. It seems to me that this forecast made 
by Mr. Orme, if it ever were to materialize even in 
part, and discounting it 40 per cent if you like, is 
going to involve financing of hundreds of millions 
of dollars over the course of the next 10 or 15 years 
in order to enable Trans-Canada to meet that demand, 
ie atenot? 
A, I have not attempted to work it out, 
but, quite obviously, it would involve very material 
financing; but © don't think that would be a problem, 


‘In a growing corporation, presumably if this forecast 
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in the first 5-year level proves up, then the 
history must warrant cite money that was spent and 
the money that would be spent for the enlargement 
OteLlacs Imaties. 

THE CHAIRMAN: But L think the point, Mr. 
Potiildl Ot seer ting atwlas Lpunderstand 2t from him 
and from reading the restrictions is that you are 
severely restricted, from the point of view of the 
future, in raising these huge sums of money that may 
be required over the next 10 years, and presumably 
there are provisions in the indenture for changing 
the provisions of the indenture and, unless these 
were resorted to, I do not know how you could raise 
Laer 

A. The restrictions apply to first mort- 
gage bonds. It would mean the sale of substantial 
amounts of other debentures in the form of other 
stock or combinations. 

THE CHAIRMAN: But you are faced with a 
tremendous problem of financing, I would think. 

fi. At the moment, we have a little leeway 
in that our ratio is only 50 per cent, so that the 
purchase of the Crown Corporation does not represent 
quite the problem it might had we started off with 
a ratio of 60 per cent; but your question regarding 
the future, from a 5-year period, yes, it weuldabe 
easier were the ratios higher. Lewould not say 10 


would be impossible. 
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THE CHAIRMAN: Let me get the other side, 
then, and ask you, Alt pays 

You said that the custom among gas trans- 
mitting utilities in the United States, the pattern 
was more or less around 60 per cent as an average 
instead of the 70 per cent here. 

MRO nee re Ys More like 75 per cent for 
the pipelines, sir, and more like 60 per cent for 
the distribution utilities. 

THE CHAIRMAN: Yes, pardon me. I under- 
stand. 

But the fact of the matter is that in the 
United States, during the past 15 years, the finan- 
cial experience on gas transmission pipeline has 
been good? 

Mig et uri That is “correct. 

THE CHAIRMAN: Ano the financing, £. think, 
would be considerably easier than it would be in 
Canada, is that correct? 

MR. TIPPY: That is correct. In my 
opinion, sir, this particular financing had a number 
of difficult problems to solve, and I think the 60 
per cent figure represents the valuation of the 
bond purchasers at the time, that this was not as 
simple a problem as might be faced in the United 
States, in a United States pipeline, without some 
of the complications in the picture. 


THE CHAIRMAN: Quite, and as time goes on -~ 
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Die pee bes Mis Could DS “Cured. 

THE CHAIRMAN: But 1b might take quite 
a pattern of financing in the meantime? 

Piven s Rigs. “GOrrecu. 8h) Viarnik 
there would have to be an experience record developed 
here, as indicated by Mr. Atkinson, before you could 
expect any change, and a lot of financing to do in 
the meantime. 

© dol not want to interrupt your “vrain of 
thought, but before we get too far away from Emerson, 
IT had a comment or two to make in that connection, 

iM ie aS appropriate. 

THE CHAIRMAN: I was going to make a comment 
or two, but you make yours first. 

ME Te Pe I was going to say the evalua- 
tion of the worth of the sale at Emerson seemed to 
me to be something like this, that if the sale at 
Emerson is consummated beginning in 1959 it will ad- 
vance the time when the Trans-Canada Pipe Lines 
gets into the black, so to speak, probably by about 
a year’, 

This, of course, means that the project 
will reach financial maturity, if you will, at an 
earlier date and will help get the earnings to the 
point where we can meet the test in the indenture 
which will permit us to buy the Crown Corporation. 

I think the earlier that purchase can be 


made, the better it will be for all hands. Certainly 
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Lt nas to Bewmade ,.aselin,  Pattilio. pointed: out; 
sometime in the eighth year, where you get to the 
depreciated value -- that 70 per cent of the figure 
takes over and you are paying money to the Crown 
that you. cannot recoup in the purchase. 

As has been pointed out by Mr. Orme, with 
MranPateilioncarrying through this exhibit; the 
Emerson sale will reduce the system-wide cost of 
service for all sales which will develop to the pipe- 
line as long as the rates stay as they now are and 
will help the pipeline get to work and earn a decent 
return sooner. 

I have made a rough computation, and I 
can give the details later, but the short of it is 
that in the year 1959-60, with the addition of 
Emerson, it may increase the overall rate of return 
by about one-tenth of a per cent. In the year 1960-61, 
the addition of Emerson will increase the overall 
rate of return of the entire system by about two- 
tenths of abper cent; fromeos> pen cent sto2> .7oper 
cent. 

In the year 1961-62, it will advance the 
rate of return for the entire system from 5.75 per 
cent to 6 per cent, about one-quarter of a per cent; 
and in the final year we have shown the year 1962-63, 
where it will advance the rate of return from 5.5 
per cent in that year to 5./ per cent, or about 


two-tenths of a per cent. 
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Now, we have noted that the return at 
Emerson on cost of service alone -- based on allo- 
Cavlon, reavhner? tor this share Ol “the entire faciii- 
ties in the initial year was 7.2 per cent and, 
based on. thacv general year, were 7:1, 7.3 and 6.7 


in the remaining years, which is a considerably 
higher return than my computation indicates will be 
earned by the Canadian sales at the present contract 
Faces. 

My figures are 5.45 per cent in the year 
1959-60; 5.5 per cent in the year 1960-61; 5.75 
per cent in the year 1961-62 and 5.50 per cent in 
the year 1962-63. 

So the sale at Emerson helps the system- 
wide cost of service and, with the present contract 
prices, it helps the return which the company will 
earn on its entire property. 

The sale also permits, the consummation 
of the contract at Emerson also permits the consum- 
mation of the companion contract at Niagara, and I 
looked further, after our discussion on the record 
yesterday, at what some of these figures were and 
I was surprised to find, in the year about 1963, 
the Canadian sales alone are down to about a 90 
per cent load factor and, under those circumstances, 
you could probably improve the load factor by at 
least 5 per cent with this sale at Niagara, sO per= 


haps my valuation of it was a itttie hasty yesterday 
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and it may be worth more than I gave it credit for. 

So I think there are several things which 
are strong plusses for Trans~Canada in the Emerson 
sale. 

THE, CHATRMAN: Thank you, Mr. Tippy. 

Mr vlippy, are you. aware of the references 
to this Commission and the Order in Council appointing 
a Mra’ 

MR. TIPPY: I have read what I believe to 
pe the Order in Council. I was furnished a copy. 

THE CHAIRMAN: I will read you this para- 
graph: 

"To enquire into and make recommendations 

"Goncerning (d) whether, in view of its 

"special relationship to the Northern 

"Ontario Pipeline Crown Corporation and 

"the nature of its financing and control, 

"any special measures need be taken in 

"relation to Trans-Canada Pipe Lines Limited 

"in order to safeguard the interests of 

"Canadian producers or consumers of Cass. 
Now, let us address ourselves to that, for a moment. 
You said that the Emerson contract would eable 
Trans-Canada to purchase the bridge from the Crown 
Corporation sooner and that would be the best thing 
for everybody concerned? 

NMR GST ee as I believe that is correct. 


THE CHAIRMAN: You mean it is better for 
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the shareholders, because they have -- you get to 
the point where you do not. have to pay 7O per cent 
or; at cleast,) might: not suffer the penalty. 

Ms wee yt Yes, and there 18 also 
another point prior to that, which has not been 
stressed much, which is a little harder to arrive at. 

In the interval before that 70 per cent 
floor there are two alternatives, two alternative 
computations provided in the Crown agreement to 
determine what the price would be. There is a point 
where those two determinations, which start out at 
ditrerene prices, cross. When you get below the 
point where those two figures cross, some of the 
money being paid for rental is not credited towards 
the ultimate purchase of the Crown and the reduction 
of the value, and there is a point at which, given 
a certain throughput, there is advantage to buying 
the Crown section even ahead of the time when you 
reach the 70 per cent floor. But, clearly, when you 
do reach the 70 per cent floor, when you go beyond 
that point, you are doing a disservice to your stock- 
holders, as you said. 

THE CHAIRMAN : Weld, I will ge further 
and say it might be in the interests of the consumers 
and the purchasers of gas in Eastern Canada and the 
producers in Western Canada to have the company 
acquire that line before it has to pay that penalty? 


MR. LLPPy: L-think that ie correct, Sir. 
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My first statement, when I pointed out it was in 
the interests of everyone, was taking all things 


into consideration, considering all parties. 
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THE CHAIRMAN: Why do you not develop 
that a little more for us? There might be those 
that would say that the interest of the Crown 
Should remain there and Trans-Canada should have 
to.pay for it, and the Emerson contract should 
make no difference, That would be one view, I 
suppose. I am not expressing any view of this Com- 
mission, do not misunderstand me, but I am trying 
to find out what the ramifications in this are. 

Would it be true to say that the purchase 
in the fastest possible time and, in fact, the 
financing, Mr. Atkinson, would work to the benefit 
of the consumer in Eastern Canada through lowering 
the price and to the producer in Western Canada in 
enabling the company to pay higher prices, or, com- 
petitive prices; op would the sole benefit be that 
the equity shareholders in the Corporation would 
get the money that was saved? 

Let us have a little discussion -on it. 

MR. ELE ENs As, far as the costiof service 
is concerned, it is the part that would relate to 
the amount that could be paid for gas in Alberta 
or to the rates charged to the companies. The pur- 
chasing cost, say, in the east; the effect of the 
purchase of the Crown Corporation at a date ahead 
of the 70 per cent level actually has a slight 
effect, or, presumably would have a slight effect 


of increasing the cost of service ’a little bit. 


5 
. ety 


ae Wish Bo ato, 


Ped 


‘-), aroe 


bo i? 2 oe) Gaeta ial ae 


i 
3 


c) z iy "] ; ¥ai2 
aite F. vey Beet) Ge Ldvows 


ANGUS, STONEHOUSE & CO. LTD. 2400 
TORONTO, ONTARIO 


This is by virtue of the fact the rate of interest 
considered in connection with the Crown section is 
rather a favourable rate of interest in the present 
market conditions as far as companies are concerned. 
I think one of the things I had in mind when we 

were saying it was an overall job, was my understan- 
ding of the original Crown concept, which was that 
this should, necessarily, be a temporary arrangement 
with the Government owning this piece of the line, 
and that the whole tenor of the provisions for pay- 
ment of rental very clearly puts pressure, if you 
will, on Trans-Canada to make the transaction at an 
early date or be penalized, dollar-wise. 

Therefore, IT am assuming that the thought 
in the mind of the governmental people was to the 
effect that "We will enter into this Crown Corpora- 
tion and finance tals portion of the line, but’ the 
line should pay its own way’, and the quicker the 
money is repaid the less problems there are in govern- 
ment spheres, so to speak, and I think that is better 
for everybody. 

THE CHAIRMAN: Only “ine tne sephere cf 
government? 

MR. COATES: I think it would also have the 
effect of reaching maturity and the symbolizing of 
reaching of maturity should have some effect, al- 
though that is something you cannot compute at this 


time, on Mr. Atkinson's ability to finance -- the 
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cost of the money to finance will have a definite 
bearing on the rates ‘you have to charge and what 
you, can pay phe producers. I think it is all 
wrapped up together. 

THE CHAIRMAN: Are you implying from 
that, if thar cost of financing, In order to dcequire 
the Northern Ontario Crown Corporation exceeded the 
annual cost you now pay by way of rental or other- 
wise to the Corporation, that the consumer, there- 
fore, would get no benefit from the acquisition by 
Trans-Canada of that property? 

WOR op cule vs None immediately, if the facts 
are as you stated in your question, although I think 
it would have benefits far exceeding cost of ser- 
vice and, I think, in future financing, as long as 
you have the question of the Crown hanging over your 
mortgage and the question of whem wns vakes place == 
T am sure it is going to have an effect on Mr. 
Atkinson's ability to soto terms for the purpose 
of financing. 

Me. Coates has given me a note: one 
thing I neglected to state is as the line throughput 
inereases to the east and the amounts put through 
the Crown section increases, the basic rental re- 
mains roughly LeOee « As those volumes can be 
shortly coming to a point where the amount of rental, 
probably, is <out of proportion to the interest por- 


tion of this deal, and where the costs could come 
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(OW. cuess LL hada paretcular dave rairly 
early in mind, and 1 am sure under those Larger 
volumes we are talking about putting through in 
connection with Mr. Orme's forecast, there will 
come a day when the purchase will not only be -- 
where the saving in the rental could well more than 
ofiset the additional interest I was talking toa you 
about just now. 

THE CHAIRMAN: That is what I thought. 

MR ERP Pa: ft am sorry, 2£ must have 
SOUTEN INGO raurut, 

THE CHAIRMAN: Lam just trying to get. to 
the bottom of this; Tam not. expressing an opinion. 
The 7.02¢, if the Emerson contract does not mater- 
falize, your volumes will increase through the pipe- 
line to (theseasn. 

MR. VEE EY s Yes, Six. 

THE CHAIRMAN: So your rental will increase? 

MR oo UTEP Ps Ties weir 

THE CHAIRMAN: So Dt is distinctly of 
advantage to the company -- there comes a point very 
soon where it is distinctly to the advantage of 
the company to buy out the Crown Corporation so 
itidoes not have to pay that nigh rental? 

My “CLP: That: is correc y. The 
rental paid, in fact, comes to a higher figure 
than you paid the Crown and to finance publicly. 


There is certainly a point there. 
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THE CHAIRMAN: Does Not that mean it 
would work to the benefit of the consumer of gas 
in Eastern Canada and, presumably, to the producer 
in Western Canada? 

ML Py: Yes, sav: [am sorry i wes 
So slow on that point. 

THE CHAIRMAN: Do you Go mou need Tae 
Emerson contract; all you need to do is some finan- 
onal oars 

MiG. baer aes i should say, while it will 
be adding materially increased sales and producing 
a better investment, but the various throughput, 
whether 7 per cent rental is paid or not, does not 
change the fact that Emerson would produce a full 
4 or 5¢ per MCF saving over the years we have been 
looking at In sehe cout. vo. producers. 

THE CHATRMAN: If we can go back to what 
Mr. Orme said yesterday, if we could have an adjust- 
ment of price every 4 years and this price at Emer- 
son were slightly in excess of what it is today, 
then it would be a far better contract. 

MR. PEPPY: Obviously. 

THE CHAIRMAN: Both for your opportunity 
to buy at Northern Crown Corporation terms --- 

MR. TE xis VYeo,. oun. 

THE CHAIRMAN: -- and for. thes nenel tt. or, 
the consumer in Eastern Canada. 
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THE CHAIRMAN: And the producer in the 
west. 

NESGTLEPY 2s Yes cerr. 

THE CHAIRMAN: And the shareholders. 

Mis: GLP Py s Yes, and the bondholder; 
his coverage would be better. 

THE CHAIRMAN: His covering is prevty 
good now. 

MR. ATKINSON: Right on that point I 
would like to say this: the purchase of the Crown 
Corporation would put us in a position of having a 
7O per cent funded debt as over a 50 per cent at the 
moment which, normally, should have the effect of 
making your secondary securities worth more on the 
market. In view of the restrictions of only being 
advanced for capital expenditure to the extent of 
60 per cent by first mortgage bonds, we will have 
to do a great deal of financing by way of some type 
of secondary securities, and the purchase of the 
Crown Corporation should make that type of financing 
easier and less expensive and, therefore, be increa- 
sing the net revenues of the company. It would 
also put the company in a position, indirectly £F 
you will, to either pay more or charge less, in my 
judgment. It is not very direct from one point to 
the other but it must, of necessity, have some 
bearing, 


THE CHAIRMAN: It seems to me, in my 
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mind, that runs a little contrary to the views we 
have had expressed before this Commission, Mr. 
Atkinson, that the 75 per cent funded debt, 25 

per cent equity, was more to the benefit of the 
consumer than a 60-40 and, of course, to the equity 
holder, in due course, 

MR. ATKINSON: This would bring us to 
70-30. 

THE CHAIRMAN: Fine; then I misunderstood 
CHererlrecu,. 

MR. ATKINSON: The purchase would enable 
us to go to a /O per cent funded debt whereas, 
Today, we are Oniy Sl per cent "er: 5e: 

THE CHAIRMAN * That, I understand, in a 
short term works to the benefit of the consumer and 
tna Long term’ to ‘the benefit of the equity holder, 
I wonder if Mr. Orme would agree to that with his 
F.P.C. experience? 

MR. ORME: I think that I would agree with 
that. 

THE CHAIRMAN: You would agree with that, 
would you not? 

MR. ORME: Yes. 

THE CHAIRMAN: Well, ‘lL think’ I nave pur~ 
sued that far enough. I now have some thoughts on 
EDs 

Mr, Coates, could you tell us what the 


attitude of your company would be, and is, toward 
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some central regulatory authority in Canada with 
respect to gas transmission corporations? 

MR. COATES: Sir, we have expected that 
such a body would materialize one day. i think 
governments have long since concluded they should 
regulate industries that service the public, such 
as the electrical industry and the gas industry, and 
because we have fully expected to have that sort of 
thing, we try to keep our records, as nearly as we 
can, On what .wevcexpect in the way or charging of 
accounesutorapubhicyutilixty accountings We tried 
to.devise our rates on;the basis of regulations 
beineser fected. We have attempted to set up our 
company with the expectation of a utility rate of 
return as will be established by the regulatory body. 
T have not beennin the business quite as long as: Mr. 
Kayseroand MeyeBlack inethe, otates, but hisvory will 
record; f<think;s that pipelines complained rather 
bitterly at the time F.P.C. was organized. L 
believe, over the time it has been in business, des- 
pite some of its lengthy deliberations and the 
cumbersomeness of the operation, it has been a bene- 
fit to the long line of transmission companies. As 
far as our company is concerned, we have expected, 
since its inception, there would be regulation, 

THE CHAIRMAN: If there was regulation 
of some Kind which is constitutional in this country, 


might that regulatory body not be able to be of 
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some assistance to Trans-Canada in the negotiation 
of contracts for the export of gas? 
of contracts 

MR. -OGOATES?: Yes, sir; I. am quite sure 
they might lay down some rules that we could oper- 
ate under that would be a little easier to operate 
under, rather than our trying to guess what is the 
Proper <GHINne..Co, do, 

THE CHAIRMAN: And the psychological 
effect might be good? 

MR. COATES: Yee, Sir, 2 think so.) There 
is a regulatory body in the United States that says 
whether or not they can export gas to Canada or 
Mexico, and has set down rules under which export 
would be tiade oe Ibtthink such a@ thing here would be 
hetpfule to, us, 

THE CHAIRMAN: And in the United States 
they would cervaindy tix. the price; or, approve. or 
disapprove of iv. 

MRP COATES: Yes, slr, they suse would, 
Perhaps Mr. Orme could help you. 

MR. ORME: Le Temicgny;, Nel Chasen: 
technically and actually the Commission does not 
have any jurisdiction over the rate for gas exported 
under The Industrial Gas Act. However, in recommen- 
ding to the President the issuance of a Presidential 
permit, they certainly take into consideration the 
price that is to be received for the gas and, bean 
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pala for gas undermcomparable conditions of services 
then your permit for export is delayed. They cer- 
tainly would make no recommendation for issuance of 
a Presidential permit. So, while they do not bring 
a, direct pressure. ,indireetly they, do. 

THE CHATRMAN: I understand they look 
rieate backs into: the welihead. field price ins Alberta, 
nevi acu. so DOCY CO, ai nw orecvice .~as. Voussay, 

MR. COATES: LONeLTEeCt, Le Beene Tans 
GecLeaon, 

THE CHAIRMAN: I think we might have a 
Drea there. 

Mr. Coates, there is a question I would 
like to ask you when we reassemble. I will tell 
VOle Wahab. it, isi would you tell the Commission your 
company's views with respect to a national policy 
in regard to the export of gas from Canada? 

MR. COATES: Would you like me to answer 
DHA Geno, Sle 

THE CHALRMAN: No, I was going to give you 


a break. 


---A short recess. 
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MR, COATES: sir, it is Trans-Canada's view 
with respect to the export of gas from Canada that an 
export should not be allowed just for the sake of ex- 
port; that before an export should be allowed all the 
various problems that enter into the production of 
gas and the transmission of gas should be well ex- 
plored, and that an export should be allowed only 
if it makes some contribution to the service to the 
Canadian consumers and producers. 

I believe yesterday I spoke on reserves, 
and I do sincerely believe that it will be impossible 
to have a complete 30-year supply of gas in the ground 
to meet all possible market forcasts within Canada, 
and I further believe that it is necessary that the 
reserves that are available at the time of an appli- 
cation for export should be explored very thoroughly 
and completely by competent geologists, and that a 
trend of development based on past development trends 
and further possibilities as agreed on by expert 
geologists should all enter into the picture. It 
is quite obvious, of course, that it is necessary 
there be proved reserves to finance any facilities 
that may be built, and I think it is necessary that 
the gas companies take some basic risk on the trend 
of development to augment their supplies as the market 
does grow, 

Does that answer your question, sir? 


THE CHAIRMAN: Yes. T would like to ask 
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you one further question: what is your view with 
respect to these so-called markets in the United 
States for the export of gas from Canada and the 
risk of their being lost forever unless action is 
taken quickly, and all that sort of thing that we 
have been told and read about? I asked this 
question previously of Mr. Black, I believe. 

MR. COATES: Well, sir, the markets that 
exist in the United States are seeking service, and 
if they do not obtain a supply of gas in Canada 
so that service can be rendered, I believe they 
will attempt, and probably be successful in obtain- 
ing supplies from other points. Then, if they do 
obtain supplies from other points, I believe the 
market growth in the areas that are under review 
will continue and that this is not the only social 
supply nor the only quantity that they will be 
seeking in the next several years. 

It may be lost temporarily, but I cannot 
see it will be lost forever. 

THE CHAIRMAN: In other words, you would 
subscribe, roughly, to the theory that there would 
be a continuing building up of markets in the United 
States for gas? 

MR, COATES: Yes, within the areas we have 
been discussing here particularly, and that is, in 


the middle west of the United States which continues 


| to grow, and the Pacific coast of the United States 
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which continues to grow. Does that answer your 
question? 

THE CHAIRMAN: Neos I. take it that,is 
all you care to say on the subject? 

MR. COATES: YeSie Si, (eave Sua. 

Me tee LLOs Qs There is one question 
I omitted to ask, Mr. Coates: I don't know whether 
you or Mr, McNeill can answer this question, Has 
Trans-Canada or any officer of Trans-Canada or any 
director of Trans-Canada, to your knowledge, acquired 
any of the shares of any of its customers at other 
than market prices? 

MR. McNEILL: I think perhaps, sir, we 
could bestanswer that on the basis of indicating that 
we will inquire into the matter. When you say "any 
of the directors; any of the officers" you are cover- 
Ine quice s.lone list . "Any customer" -- you are 
again covering a fairly long list, and it would take 
some little time to acquire that information for 
each individual, 

We can certainly say, I believe, at this 
time -- both Mr, Coates and myself can say that we 
know of no instance where an officer or director of 
Trans-Canada, or Trans-Canada itself, have any shares 
in any customer company, or any other security of any 
customer company, that were bought other than on the 
open market, with one perhaps possible exception which 


is already on the record: if you consider Tennessee 
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Gas Transmission Company as a customer company, you 
have already heard pee Mr, Coates concerning his 
shareholdings in the company, which occurred prior 
to the time he left the employment of that company. 

If we find that I have not been correct 
in that broad statement, we would be allowed to 
amend our answer to that extent, and I take it it 
will not be necessary to disclose any shareholdings 
that exist which were simply purchased on the open 
market in the ordinary course? 

Qe As far as I am concerned, I would 
not ask for any shareholdings bought on the open 
market. 

THE CHAIRMAN: Thank you. Mr, Britnell, 
I believe you had a question. 

MR. COMMISSIONER BRITNELL: i should Tike 
to refer first to the sentence which makes up the 
first full paragraph on page 19 of the submission 
made by Mr. Coates, C-19-2, and heen reads: "We 
should point out that this proposed sale at Niagara 
is conditioned upon the commencement of the Emerson 
sale." T am still not perfectly clear why the two 
are tied together. 

MR. McNEILL: May I point out, before Mr. 
Coates answers that, that there was an amendment to 
the submission when it was read which changed those 
words to "is conditioned upon the commencement and 


continuation of the Emerson sale", IT believe it 
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=== 


was read that way. 

MR, COMMISSIONER BRITNELL: Yes, that is 
Trenos “1 elm “sorcery. 

MR. McNEILL: If you would care to pass to 
another matter, I am seeking the actual words in the 


COMUPACl LESsele to hand to Mr. Coates> 
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MR, COMMISSIONER BRITNELL: Could I go on 


to my next question which is not related to the other? 


Referring to the various price schedules given in 
Exhibit C-24-5, is there any provision for re- 
negotiation of contract prices with the producers in 
any year or years under price schedule No, 1? 

MR. COATES: Yes, sir, there is a pro- 
vision for re-negotiation if the company should make 
a rate of return in excess of 7% per cent Drloe to 
1968. That would then cause a re-negotiation. 

If it does not earn in excess of 7s per cent prior 
to 1968 there is an automatic re-negotiation of the 
Price dhechar year, 

MR, COMMISSIONER BRITNELL: Would the 
Same apply to price schedule No. 2? 

MR. COATES: Gey Uslice et eOD les to att 
schedules. 

MR. COMMISSIONER BRITNELL: And schedule 
Now Ae 

MR. COATES: Yes, sir, 

MR, COMMISSIONER BRITNELL: Then, it would 
be fair to assume, would it, that any benefit to 
producers from Trans-Canada Pipe Lines buying out 
the Crown's section of the pipe line would accrue 
or might accrue at least in part both to producers 
selling under these price schedules and any pro- 
ducers selling under further price contracts? 


MR. COATES. Yes, Sir, J, would say that 
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the possibility of a company owning the 74 per cent 
would be accelerated a there could be a possible 
re-engotiation of contract purchase price which is 
of benefit to producers, 
MR. COMMISSIONER BRITNELL: And to all 
of the producers under all of these schedules? 
MR. COATES: VES Woke, Vohaby iS COnre co. 
MR, COMMISSIONER BRITNELL: Thank you. 
MR. McNEILL: I would refer you to the 
volume which has been entitled "Gas Sales Contracts", 
the lasc item in that volume which contains the 
precedent agreement and attachments thereto cover- 
ing the sale at Emerson and the sale at Niagara 
Halis, to Exhibit: Wyetosthe original agreement of 
August 11, 1955;.ab the top of page 3. EXRLpLe, B, 
I might add, pertains to the sale at Niagara Falls 
and the third paragraph on that page reads: 
"Tt is agreed and the contract relating 
"to such quantity of gas shall provide that 
"Trans-Canada shall have the right to require 
"Tennessee and Tenessee will be obligated to 
"ourchase said quantity only if Trans-Canada 
"3g delivering and so long as Trans-Canada 
"continues to deliver or has available for 
"delivery to Tennessee at the delivery point 
"orovided for in the purchase contract the 


"quantity of gas which Tennessee is entitled 


—— "to purchase daily as provided and contemplated 
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"thereby without reduction for any reason what- 
"ever," 

Now, the delivery point in the purchase 
contract referred to is the Emerson delivery? 

MR. COMMISSIONER BRITNELL: I do not 
see yet. Perhaps I am obtuse about this, but I 
do not see why the two are tied together. 

MR. COATES: They were both negotiated 
at the same time and that was a proviso that we 
found ourselves faced with in entering into this 
agreement, that Tennessee was not willing to pur- 
chase gas at Niagara except and until they were 
able to start purchasing gas at Emerson, 

MR, COMMISSIONER BRITNELL: I s¢ée. 

MR, COMMISSIONER HOWLAND: Mr. Orme and 
Mr. Tippy, I think, will be concerned with my 
questions. I am somewhat at a loss, Mr. Orme, 
on the matter of tabulation 3 in Exhibit C-19-3. 

I believe you changed some figures there. 

MR OL LReY Exhibit C-19-3 is my item 
-- what was the question? 

MR. COMMISSIONER HOWLAND: Well, at one 
stage during the earlier part of the hearings you 
gave us your delivery price at Montreal, Ottawa, 
Windsor and so on and subsequently I believe you 
put on the record, which I have not found yet, 
some different prices? 
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were put in from the prices which appeared in our 
feasibility study in December, 1956 market section, 
I believe it is the last few pages, 

MR, COMMISSIONER HOWLAND: Let us take 
Montreal, if we can. You give us the equivalent 
cost of gas at 1.3/7 and the earlier figures you gave 
us on your dollar cost was 1.41 to 1.47. 

MR. TIPPY: The 1.41 and 1.47 figures 
were the computation as to what the rates proposed 
for service in Montreal would produce as the cost 
of gas to the consumer on the consumption of a 
typical consumer, They are merely for comparison 
on this, they do not change the 1.37, but merely 
give the field for the price the company proposes 
tO sel), 

MR. COMMISSIONER HOWLAND: piq you not 
change the figure? 

BR LEE Ys Ves, Sir, 

MR, COMMISSIONER HOWLAND: What are your 
new figures? 

Psi euEe. T will have to find them, ‘The 
revised figures I gave were 1.28 per Mef average 
for the space heating cost for a typical customer 
who also had gas for cooking and water heating and 
1.41 cents per Mcf for a typical customer who uses 
gas solely for space heating. 

MR, COMMISSIONER HOWLAND: And these 


are now firm prices, not the offer prices or 
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" estimated? 

MR. TIPPY: . These prices Lan giving you 
are a computation based on the consumption of a 
typical customer applying the rates which -- I am 
not sure, I think these rates are in effect, at least 
the ones Quebec proposes to apply. I am not sure 
whether they are in effect or not, but they must be 
because gas is now coming into Montreal but I do 
not know of my own knowledge if that is true. 

Mr, Orme tells me the rates are not 
officially approved. 

MR, COMMISSIONER HOWLAND: Now, another 
question following from this: you gave us the com- 
petitive prices that you would have to meet under the 
old figures which was 1.19 competitive with oil at 
18.3 if you sold to an automatic space heater at 
tae 

Mine LPP Y% The 1.19 was a computation 
in answer to a question. Et Aes vsti sea. 

MR, COMMISSIONER HOWLAND: It was a figure 
given in response to a question computed at 7O 
per cent, That has been bothering me a little be- 
cause I believe Mr. Orme said the American experience 
suggested the computation on 60 per cent and I would 
like to invite a comment on it because I have been 
getting one or two Canadian authorities, not holding 
the Americans against the Canadians but --- 

Ree: I think I did mention that. 

MR. COMMISSIONER HOWLAND: I have in front 


of me something that my colleague Dr. Hardy Zot. Tor 
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me, the Dinning Commission here in Alberta in 
1949 in their analysis for using o11.for domestic 
purposes they rate 70 per cent efficiency, 

Pirie “CEPPY : Is there a comparable 
figure for gas? 

MR, COMMISSIONER HOWLAND: The same 
for natural gas, Now, here is another text: "Puels 
and their Combustion" by Hazlem and Russell, 
and here the minimum size oil furnace is 75 per 
cent to 80 per cent, natural gas for properly 
regulated fire boilers effieiency can be 84 per 
cent. I have in front of me the General 
Electric Company, which I believe is known in the 
United States, and they show in this advertisement 
of theirs, it could be a salesman's job, that they 
have fuel oil equipment which is rated at (5 per 
cent efficiency, Now, I am a little confused 
there, I am not trying to put a view forward 
but most of the standard texts I have read have 
raved oll at 75 per cent or 7O per cent, 

DUK, TLPry: It is a rather complicated 
and somewhat controversial subject as you will 
appreciate from the nature of your question. A 
new, completely new furnace designed for gas you 
can expect an efficiency in the order of 85 per cent. 
A completely new furnace designed for oil and with 
the oil burner for which it was designed can be 


Somewhere in the range of 75 per cent to 85 per cent. 
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However, when you are in the position that we are 
here where your major market, aside from your new 
homes, which it is an entirely different situation, 
the question of first cost of equipment and space 
requirements and so on influences the decision, but 
the existing market in the old homes is chiefly 
a market for conversion where you take a furnace 
that was designed for coal or something else, coal 
probably, and you insert in that a conversion oil 
burner or conversion gas burner in which case 
the efficiencies are not as high as with a new 
properly designed piece of equipment. These 
figures we have taken are the figures we have used 
based on our experience in the market in areas that 
are already in existence where you are talking about, 
to a large extent, at least, this conversion market 
so these factors cannot precisely agree in one 
series of tests. de believe they represent a 
composite picture of the thing and fairly set out 
the conditions you will meet in the field. At 
least, that is true in our opinion. 

MR. COMMISSIONER HOWLAND: Am I right 
in assuming that a large section of your hoped for 
market is in the new residential? 

Whe wee os As to the new residential 
you are correct, a lot of the new market comes in 
the new homes that will follow the growth of 


population in the Est. As to these new homes, 
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as I started to say a moment ago, there are going to 
be some other factors that will enter into the de- 
cision of the person buying the house. We expect 
to get a fairly high percentage of those homes. 
Mr, Orme tells me in his. forecast he assumed 
initially because of the problem of reaching areas 
where new homes are peaAne. DULL. In the early 
days gas may be the fuel for perhaps 40 per cent 
of the new homes being built in the area, increasing 
as the distribution system becomes more adequate to 
reach all the territory, increasing perhaps to 
80 per cent or 85 per cent in the latter years, 
Experience in the United States in some parts was 
even higher, 90 per cent to 95 per cent, perhaps, 
or some such figure as that, but in those cases 
the question of this relative efficiency there 
is still a difference in relative erficitency,, is 
is not as important to the volume situation as 
it is in the case of a conversion unit, There 
are so many other factors that favour a gas unit. 
As I mentioned before, the smaller space required, 
the lack of need for storage on the customer's pre- 
mises and the lower equipment maintenance cost over 
the years and the lower first cost of equipment. 
That decision for gas is easier to reach for a new 
home than for conversion homes. 

MR. COMMISSIONER HOWLAND: t do not 


want to pursue it, really. All I was rather 
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concerned about was probably the shock of the large 
figures that were suddenly thrown in front of us. 

Mie LLPrys it Leca bier country. 

MR, COMMISSIONER HOWLAND: I realize that 
but there are large areas where this domestic market 
which I believe is about 25 per cent to 30 per cent 
of your forecast market is, I believe, a lucra- 
tive section of your market, A lot-o® Levi ren 
Toronto to Montreal and even in Winnipeg is pretty 
highly competitive in this field? 

MAS TERRY That is correct, and it ts one 
of the problems that the Trans-Canada people have 
been faced with and it is why the figures of greater 
return which I read earlier, where I gave the 7s 
per cent, the first five years, that is why we had 
to be satisfied with a projected lower rate of re- 
turn in order to get started and get the distributors 
healthy and as they develop they will be in a better 
position to pay for gas. The next layer of gas may 
be at higher prices and they will be in a better 
position to expand it at that time. I believe 
the whole thing is time because time enters into it 
very much, | 

MR, COMMISSIONER HOWLAND: Now, relating 
to the market as I see it here you estimate that the 
industrial sales are going to be about two-thirds, a 


little less of the market, and of that about one-half 
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are interruptible sales -- that is on Exhibit ae 
Exhibit C-19-2., 

ME eee ee I made a computation about 
regrouping these sales, Basically there is about 
two-thirds of the sales that is firm or inter- 
ruptible industrial. Lace 2eOuUpInNe  ThAL Ls most 
Significant, I believe, as far as Trans-Canada is 
concerned is the grouping between firm and inter- 
ruptible sales because your firm sales are really 
made at a price that will stand full price trans- 
portation. Both demand and commodity charges, 
where your interruptible sales do not relate to 
demand, are really related to the commodity compari- 
son. If you regroup these sales as between firm 
and interruptible they turn out about two-thirds 
firm and one-third interruptible, That is deter- 
mined really by the fact. that a pipe line has a 
capacity and your firm market, as I have discussed 
in my submission, has characteristics of load 
factor which you cannot vary. Much of the market 
varies with the weather, so the interruptible sales 
necessarily fit into the valley left by the firm 
sales in the warm days, so the ratio of two-thirds 
to one-third would not be anything strange to 


expect. I think it is a reasonable approach. 
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MR. COMMISSIONER HOWLAND: Well, I am 
trying to get at some of the material which you 
fed us, to educate us on the background of this, 
and I may have got the wrong end of the stick but 
I gathered from the chart in Exhibit C-19-3 that 
the load factor, particularly when you get Up “to 
60 to 100 per cent, becomes of less importance, 

what I am trying to get at is the over- 
all policy matter which Mr. Tanner or Mr. Coates 
or perhaps you, Mr. Tippy, might be prepared to 
discuss with the Commission, and it seems to me, 
looking at this, that there does become a stage 
where there is diminishing return on getting the 
Hone taecOr rient to’ ite Bic, On the other 
hand, with the large proportion of the gas being 
interruptible and low priced in the market, it 
might be very good for the consumer in Central 
Canada or elsewhere but it might have a repercus- 
Sion on the price of the gas in the field in which 
the original interest concerned with the ownership 
of the resources might not be fully realized by 
loading wp to this full load factor, 

I believe there has been some discussion 
here of the problem of price of gas and the con- 
sumer's interest. I am sure the Alberta Govern- 
ment is fully aware of the value of the resources 
for industrial development here. 


Now, here we have, it seems to me, a 
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field of a contrary principle, and I wondered 
whether you would enlarge on that, 

MR, TIPPY: I would like to try, sir, 
and maybe Mr. Coates would want to add something 
to it after I have made the effort, 

This may seem a roundabout way of getting 
at it but, again pointing out that the rate of 
return to the company for a good Many -years =i snot 
what you think of as being a full return on its 
property investment, I think, clearly, in the early 
years; “che company, “and Iam speaking of Trans- 
Canada, needs all the help it can get to get 
those earnings up to a standpoint where you have 
a proper financial economy and, being a healthy, 
growing concern, getting rid of some of these 
provisions which Mr. Borden referred to earlier, 

I think that is one element in the picture. 
beeondly, L-think’ Le-as precapiey other 
things being equal and reserves being adequate, in 
the interests of the producers it is probably de- 
sirable to see that they sell at a good load factor. 
They seem to regard this as being necessary and the 
contracts which producers entered into with the 
pipe line have provisions in them possibly of the 
order of 80 per cent; in other words, requiring an 
80 per cent annual load factor in the contract and, 
when purchased at the wellhead, that gets you rid 


of some flexibility and makes sure you do not 
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penalize yourself on your purchase of gas. 
As far as the use of gas is concerned, 
whether it be for interruptible purposes in the east 


or whether it be for any purpose contemplated, at 


least By this pipe line, in my opinion -- and I 
cannot claim to be an economist -- but in my 
opinion the use is an economic use. The broad 


definition of economics, I think, relates to the 
use contributing to the welfare of the economy, 
and I think the interruptible sales contributed to 
the welfare of the economy, although perhaps in a 
different degree to the other sales having contri- 
buted, They are not uneconomic, interruptible 
Sales; that is what I am trying to get at. 

It seems to me that the necessity of the 
producers, as their contracts indicated, also calls 
for a high load factor, and the way that is achieved 
is by interruptible sales, except where you can 
find an adequate storage to convert some of this 
gas which would otherwise be sold for interruptible 
purposes into gas available on the peak days in 
the winter, for a higher type of use at higher 
prices, If Trans-Canada were fortunate enough to 
locate additional storage fields, say around Montreal 
or somewhere like that -- and I don't know that there 
is any immediate prospect of such a thing -- but if, 
it would be a very beneficial thing and would let 


the company operate at a high load factor and would 
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make the use of the gas the optimum use from the 
standpoint of the rare consumer in the east, 

I think that the conclusion you have drawn 
from my chart on pipe line load factor and its effect 
on cost of service is correct. The closer you get 
to 100 per cent, the less each progressive per cent 
produces in the saving in cost of service; but, 
again, I come back to the fact that Trans-Canada, at 
this stage of its development, needs all the help 
Lt. ¢an, fet. Maybe, as it goes down the road, it 
will find its markets have developed and might make 
itedestrabie. not, to, go..to,as highva.Jdoad. factor: 
and I believe there are some pipe lines ue opera- 
ting in the middle '80's in the United States, 
successfully, although the change from 95 or 90 
per cent load factor to 80 or 85 carries with it 
the necessity of getting a higher price from the 
consumer, and those rate increases have not been 
particularly popular with the distribution com- 
panies in the United States. 

MR. COMMISSIONER HOWLAND: Mr. Orme, 
what has been the U.S. Power Commission attitude 
to this interruptible supply? Have they made 
any regulations regarding pricing? 

MR, ORME: No, sir, they have no regula- 
tions with respect to pricing of gas for interruptible 
sales, because in so far as they are concerned, it is 


the commodity rate or, in most instances, one of 
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e cents per Mef higher than the effective or pro- 
posed commodity rate in the particular zone, They 
have gone through a successive period of change in 
thinking in the desirability of interruptible sales 
and I know we went through a period there where it 
was quite proper to wave the flag against the con- 
serving of the gas for most uses and we did have a 
Commissioner at that time (in fact, he was the 
Chairman) who was very firmly opposed to the sale 
of interruptible gas, but not to the extent of com- 
plevelyrexcluding sit; His position was that you 
Should devote every effort to acquire and develop 

a storage field rather than to sell the gas at what 
néeecalled for inferior uses and, in that way, the 
gas would be conserved for the superior uses; but 
he never quite got to the point, with respect to the 
Storage field, that he would deny any sale of gas 
for interruptible purposes, because it was in- 
creasingly obvious that, without it, the pipe line 
rates for residential and commercial gas would have 
sky-rocketed in a number of instances had those 
sales been prohibitive. 

MR, COMMISSIONER HOWLAND: My impression 
inas eaabiiins Wnetmerington told Us there nad Deen 
some rulinecasrto allocatton@ofecosts offiniven- 
ruptible sales* 

MR, ORME: No, sir, they take their same 


allocation along with other sales, except when you 
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come to using volumes for allocation in part of the 
dally requirements; but, theoretically, of course, 
they can be cut off on a max day when needed by 
the pipe line, but, in order to reimburse the pipe 
tine for msusir Use of the pipe ‘Tine? say, for 
500 days of the year or 350 days and only be cut 
off four or five days, it has become a practice 
of putting it in, so then your demand cost would be 
assessed against that and that usually results in 
one cent or two cent higher prices being charged 
for interruptible sales than a commodity rate. 

aka cnaaladdl i leah Ae I would like to add one thing 
to what Mr. Orme has said, On the other side of the 
ledger there have been one or two decisions of the 
Federal Power Commission recently which have -- I 
don't know that they have been decisions but, at 
least, agreements, which have been permitted to 
become effective where the commodity rates having 
to do with interruptible sales were allowed to be 
less than the form of service it has run to, be- 
cause they were aware of the competitive conditions 
in the market that would require that there be 
some slight adjustment, but it has never been a 
material adjustment. 

However, they have recognized that com- 
petition is a factor. 

MR, COMMISSIONER HOWLAND: Thank you. 


MR, COMMISSIONER LEVESQUE: Mr, Coates, 
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when we speak about 2,294 miles distance, does this 
include or exclude the distance of the Crown line? 

MR, COATES: That includes the Crown 
Lame, “Sit. That is the distance from the Alberta- 
Saskatchewan border to Montreal and includes the 
line to Ottawa. 

MR, COMMISSIONER LEVESQUE: This probably 
is a question you would expect from me, What is 
the price, per Mer, for gas sold to the Quebec 
Natural Gas? 

MR. COATES: Sold to Quebec? I believe 
Mr. Orme could answer that. He has the rate 
schedules there, 

MR, ORME: Quebec Natural Gas purchased 
gas from Trans-Canada under the Eastern zone rate 
and, in the terms of their contract, they purchased 
this gas under the 90 per cent load factor, take- 
or-pay, which has a lower figure than 75 per cent. 
That rate is -- the contract demand is $5.05 per 
Mcef of the demand per month, and the commodity 
rate is 28 cents. 

They have also entered into -- they also 
have contractual arrangements to buy off-peak firm 
gas during the summer months in the years commencing 
the year 1961-62, I believe, and that rate was 37 
cents or 39 cents =- I‘don'e recall, =-- 

MR. COATES: 39 cents. 


MR. ORM: 39 cents as the long term 
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off-peak, for the eight or nine months, 
Temporarily, of course, they are not 
paying the contract rate, which will be in effect 
upon the commencement of delivery of the gas in 
western Canada, They are paying a different and 
Slightly higher rate during the interim periods 
while they are receiving gas from Trans-Canada by 
way of Union Gas Company, reflecting the higher 


eost of gas. 


et 


uy 


en) 


‘hd on 


Disb ie edDes B 


SOR ae (iin Wie aas : 
aN ata W FF) 8 dg 
f a Db i My i on 
Net ad eis “et y Vite 
que ip = 
Sa bo (Hasse : 


ae ts 
as Bet | 


NS or EMESIS a) ae) ee 5 
ae he 8 ms saw at fee oi x | 
i ky a Pe hey, Pees 
ek or Ly gy: bails ‘ ‘¢ " a al ‘a i. Pecl , a 
Bieoe hot “a bf he AOD GGt RS See cle Te iw) 
aruone an 3 he POC RULER Ap ae ae, - ce Oe ee a 
hye ay KA i ie; # 


ay 7 


i 


ti. ie — 


ae 


ya | ‘ i A i i) e%\) f 
| i l [ ah ser a 
| . 1 i Ca Minty i" A 
1 f ‘ rh | i nies | : ee io ree a 
t! iy i | 4 gf eh i 
7 ag vy, ti " yo 
Aina) i y é 
i, { 
ae | 
a) 
A] 
D 
‘ f 
} Wi vg 
\ a vane 
‘ fod 
| i 
r ( 
VeNe 
, ij 
) 
a 
vi 
' 
| 
i 
/ 
i ” 
1 
ry , en 
| | 
i hy 
" i milters. 
fi | f oe aa 
vi) : ‘eines iy 
\ j = } he any pr . 
i T iets 
i u i 
'y i HA iad | 
t ! 
‘ nah , i 
‘ Lh \ ree et 
un Mai pe i 0h HAN Jy oh i 
j | j i AG ! 
f | , bi i ai i 6) 1 
j } Mf ) | ey! 
‘ ) if y 
i} i) ’ u iv \ i 
mi} a Me 
} i 
U f ; ee } 
wan 
| NF a4) he ey a 
i i 4) vey hee oe 
My ( 


a 
a, ie 


i 
Hl 
My MAT Ve 


ne ai 


ANGUS, STONEHOUSE & CO. LTD. 2432 
TORONTO, ONTARIO 


MR. COMMISSIONER LEVESQUE: You are not 
able to give me the average per MCE? 

+ MAS McNETLL: I think, Mr. Levesque, if 
I were to refer you to the tabulation under Tab C 
of the submission, the rates are shown there to- 
gether with the average cost of gas under each rate. 

Mie oh PHYS Under the main contract with 
Quebec Natural, which, as Mr. Orme has told Ws, 
there is a 90 per cent minimum take-or-pay and at 
a 90 per cent minimum the rate is 46 3/10ths per 
MCF. Actually, Quebec Natural hopes to take gas 
at a little higher load factor than the 90 pex 
cent, which would bring them down to just something 
under 46¢. 

MR. COMMISSIONER LEVESQUE: Mr sebigNei li, 
could you tell me who is the chairman of the voting 
trustee committee? 

MR. McNEILL: Mr. D.H. Atkinson. 

MR. COMMISSIONER LEVESQUE: Mr. Atkinson, 
could you tell me if it is the policy of the commit- 
tee to.sell all.of these.shares that are held.in 
CHEV VoOtInNe «Lous t? 

MR. ATKINSON: Luam sorry, L.did note get 
the question. 

MR. COMMISSIONER LEVESQUE: The shares 
which are held in the voting trust, do you think 
they will all be sold before 1966? 


MR. ATKINSON: I would not anticipate -- 
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of course, I have no knowledge of what the owners 
have in mind, 

MR. COMMISSIONER LEVESQUE: Because, you 
do know that quite a few were sold? 

MR. ATKINSON: They have to meet certain 
conditions to withdraw, and whether or not any fur- 
ther major holders have in mind, or do not have in 
mind meeting those conditions, we have no knowledge. 
At this minute, I have no knowledge of any further 
major holders --- 

MR. COMMISSIONER HARDY: Mr. Chairman, I 
wonder if I could ask a question of Mr. Orme, with 
reference to Exhibit C-24-8, the one brought in 
yesterday, in reference to the financial analysis? 

In addition to the 7 1/2 per cent return 
you include income tax as an expense, Mr. Orme. 

Would that be permitted under F.P.C. regulations? 

MR. ORME: eG, 

MR. COMMISSIONER HARDY: The second question 
concerning F.P.C. policy: under circumstances simi- 
lar to what we have here, where we have had estimates 
of proven reserves from 20 to 30 trillion presented to us 
here; semi-ultimate reserves as high as 300 trillion 
“= im Fact, the maximum seems to be 300 triliton -- 
under those circumstances what sort of policy did 
F.P.C. take in not permitting their commitments or 


the commitments of the companies to approach the ulti- 


——_| Mate or the proven reserves or exceed: them? 
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MR. ORME: I do not know that they have 
been confronted with that sort of situation. 
What happened was, before, in conversation, I have 
related the reserves for the particular company or 
the particular pipeline before they have certifi- 
cation and they assured us, in each instance, that 
the gas reserves which were dedicated to the pipeline. 
At one time the average had to be sufficient to 
Support the estimated requirements for 20 vVears; 
that was on the basis of operation in the fifth 
year; the requirements and reserves available. Later, 
by experience, we learned that did not assure full 
deliverability, so from that time, in granting a 
certificate, they required the amount of reserves 
capable of deliverability in the fifth year. That 
has varied all the way from 14 years, 18 years and 
20 years. They do not like to go down below 18, 
but they have in one or two instances because of the 
obvious emergency need of the area involved for 
gas; they did permit a pipeline to go on a l4-year 
basis with the assurance from the pipeline they 
would better that at the earliest possible moment. 

Mit oe CDP PY 2 May I add to that, Dr. Hardy? 
You, mentioned two types..of flgures: one, proved) .or 
probable reserves, which is gas available at any 
point of time; and the other is this more elusive 
figure, what the ultimate recoverable reserves in 


the area may be. In trying to get my own mind 
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decided on these things, I came to this conclusion: 
that the ultimate recovery of reserves and the trend 
in discoveries which, according to what I have 
heard here in the last year is about 2 trillion per 
year, and from the plotted curves it has been on 
the order of/i2 trillion. for avcouple of Vearowt or 
present proved and probable reserves, and the trend 
of discovery seems to me to be the basis on which a 
company like Trans-Canada, or even others, can look 
to’ the future for a limited period. 

ivhave in'mind, pérhaps, idokine®tosthe 
future for 10 years, I would say. With a 10-year 
look, you are in a position at the present time, by 
having sufficient facts, say, or a 10-year forecast 
on what the reserve may be, while it will never prove 
to be accurate it probably would not swing too far 
one way or another. This is for planning’ purposes, 
for that look ahead as to how things in the future 
will be met. 

As to the actual approval of construction 
of additions to a particular line which serves a 
given market, it seems to me, for a period, you have 
to“have’ gas in hand, ~You have Der have sufficient 
gas to meet the requirements of the financing war- 
ranted. The original financing of Trans-Canada was 
possible with a 25 -- I guess it was actually a e27/- 
year permit, although effectively it was 25 years, 


because it would take some time to get the project 
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in motion, A 25-year permit, such as was granted 

by the Alberta Conservation Board proved an adequate 
Sricerion for the financial people, So that we are 
able to finance an initial pilece. 

As Mr. Stewart pointed out yesterday, 
there will probably be, in the future, layerecof 
Seastaddced £0.thi sednitial granting as the pipeline 
expands a piece at a time. Each of those layers 
will have to be supported, from the Standpoint of 
Pinancing, by a permit from Alberta to withdraw some 
specified volume of gas per year for 25 years, and 
there will have to be, of course, gas under contract 
by Trans-Canada to fill this next layer, so that the 
actual construction and commitment of dollars to 
the service of the market is based on the gas in 
hand, 

50, in the planning it seems to me you 
have to look to the future. Mr. Stewart gave you 
the figures yesterday for the planning phase of the 
thing for Trans-Canada for the first 5 full years 
under, Mr. Orme semarket.forecast.. =lt.is,possibie 
to plan 10 years, but, on a 5-year basis, you got 
it from Mr. Stewart the other day, there are two 
ways to figure out the large amount of recoverable 
gas which gives you the ability to plan ahead and 
think for the future. However, the immediate. struc- 
ture has to be financing, and the basis for finan- 


cing requirements may prove to be an adequate basis 
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for the authorization, say, by a Board. 

MR. COMMISSIONER HARDY: I have one 
other brief question: both Mr. Orme and Mr. 
Coates have used the phrase "conservative esti- 
mates' and pointed out that Commonwealth are al- 
Ways conservative in their estimates. Unfortun- 
ately, in a good many other briefs -- and it was 
also mentioned, even with the figure 308 iegu lial Were 
there is the magic word "conservative" attached to 
that,too, and I must say I am a bit confused as to 
When you are conservative and when not, other than 
Git, Ons G16: 

I take it, Mc. Tippy, this gas analysis 
on your tabulation, where you get your figure down 
to $1.19, which is not a very good looking figure 
for the Montreal consumer, is for the competitive 
rate with oil if you assume equal efficiencies. 

You gave us that figure yesterday. 

Mit AREER s Yes, that was a figure I com- 
puted at somebody else's request. I think $1.37 is 
a better figure from the competitive standpoint. 

MR. COMMISSIONER HARDY: But if we make 
the assumption your efficiencies are equal, then 
$1.19 is the figure? 

MR. @EPPY.: That iis thestieure. 

MR. COMMISSIONER HARDY: Which I assume 
is, maybe, nota conservative estimate. I would 


suggest you are underriding the oil and coal on any 
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figures I can get and overriding the efficiencies 
OUT eas) ane 4.7. aces Bas matter what the American 
figures are, it is only that they do think it 
affects the economic rate point. 

MR. TIPPY: There is another way to get 
at this: what you say is a matter of one man's 
relative experience against another's, Our exper- 
lence fits these figures, which we have adopted 
for forecast purposes. 

I call your attention to Chart No. ig 
which was sometime referred to as "the milky way" 
chart. 

MR. COMMISSIONER HARDY: That is what 
worries me. 

MA APL EPA: That is on the basis of direct 
fuel costs and there is no factor of relative ef- 
ficlenctles Minethat figure: THLS- LS) Strictly: on 
B.T.U. fuel gas that has been correlated on a 
Slightly different basis than tabulation 3. 

MR. COMMISSIONER HARDY: That is my very 
pointes “if vou foliow from tabulation 3)“ chat 
Miguel om SIVLOvEn gas to cost GRAN won got 
brings you on your chart to a saturation of some- 
thing only like 20 per cent. 

MR. TIPPY: Let niesee fthe “$1.42 16 
the instance where the consumer makes no use of gas 
except for space heating. In Montreal there are 


already something on the order of 250,000 customers 
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using gas --- 

MR. COMMISSIONER HARDY : What figure 
would you want to use instead of $1.41? 

Pils we Ps I would think, where we are 
talking about converting the present customers to 
the.use of gas for space heating, we could use that 
other figure -- $1.48, I believe, 

MR, COMMISSIONER HARDY: Would that apply 
to Toronto? | 

MEA PLE Pee No, there was a different 
CAcuren tor aToronto., «1 wili.find thatetor you. 

MR. COMMISSIONER HARDY: Ido. not think 
Weaneed. tO; get. into, detail. 

MR. TIPPY: The point I would like to 
make, these are the rates proposed by these companies 
at this time and we know: enough about the attitude 
of the management of those companies, both in Toronto 
and Monvcread ~dathink, SO Wen canny say thas taeiy 
poistey:, in Toronto at least, is for approved down- 
ward adjustment in their rates, and as they make 
these downward rates, the success they have in 
attaching business has been increasingly good. They 
are proving in another way the kind of thing we are 
saying heres, Theyeare, looking: for this business. and 
expect..to, perve it anc as. their member olcaspace 
heating customers increases their ability to make 
further. rate reductions, increases,and, DT think. you 


Wid) find .that the pattern, wil. not be static as 
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at the present time and there will be, if need be, 

a CONGiINUIng rate of naieeon DE Vou wie a re 
the space heating rate in order for the company to 
achieve the saturation which it feels it would have, 
to satisfy the public and to be a successful opera- 
BLOW, 

The problem is one of timing, to some 
degree. The lower the rate they can establish for 
Space heating, the quicker these customers will come 
on. So I think our real problem is one of timing. 
This is our best judgment as to what the timing will 
be, and I, again, call your attention to the fact 
that even in the 30th year of this estimate, which 
is admittedly going out a long way from the present 
time, we expect only to have a little better than 
half of the homes in the market areas using gas for 
heating. 

We recognize we. @re not in 4 position of 
being able to Suddenly sell the entire market; 
it is not possible because of the cost of getting 
gas to the east, and the other factors of the econ- 
omics of the distribution companies, Lt WEL 
be a gradual development, as Mr. Orme's chart shows. 

THE CHAIRMAN: Mr. Tippy, have you like- 
wise investigated the intentions of the vendors of 
fuel oil or coal with respect to the reduction in 
their prices over the next few years? You told us 


the gas prices are going down and all that, and that 
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Bue” 


Eo Une policy of the distributing companies, but 
mave you really gone into it in the preparation 


q this report, and consulted with the oil companies 


And the coal companies? 

Mie LEPPY = Sir, we have not consulted 
ith them. There is a pattern that has evolved over 
he years in circumstances like the one we are 
facing here, and I would think our feeling teour 
own knowledge, if you will, or past experience on 
his which gave us the assurance we needed to make 
the market assumptions we have made. The history 
Inas been that the price of No. 2 fuel oil for the 
domestic consumer has not, over a prolonged period 
of time, been cut anything like resembling a price 
war to see who captures this market. That has been 
the trend in New England and the east and we have 
watched very carefully what has been done by the 
Olt and coal industries. 

THE CHAIRMAN: Would you ascribe any par- 
ticular reason to that? 

Mia VELEPY : I think there are two things 
that enter into it. I do not think they immediately 
lose a market -- either of them. I think the growth of 
the country and the fact that we have new homes being 
added here, that even in a forecast like this we are only 
looking to sa half of the potential space heating 
mavxesc n,.30 years* time,. We lead) them to Delicve 


the possibilities to be gained by themselves, through 
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Eu oe & 


a price reduction, are not good in the long range, plus 
the fact that my understanding, which, admittedly, 

is not completely technically solid -- but my under- 
Standing as to how the oil business operates is 

that they have quite a bit of Plexi ol licw am che 
products which come out of processing of crude 

into final products. their flexipLiity has 

been such in the past that they have met this situa- 
tion and have not suffered in it. 

THE CHAIRMAN: But you made no inquiries 
from them? 

Figo lire. s As to this specific situation, 
we made no inquiries other than the history of the 
prices of oil in that area and the history elsewhere. 

THE CHAIRMAN: I know we have it in the 
record elsewhere, but I wish you would remind me: 
would you tell me what the actual sale price is at 
the Emerson outlet per MCF? Is it 20¢? 

MR, McNEILL: EL retver syou. to ‘Tan Ce ecb. 
varies as the contract progresses. You will notice 
the first 3 years are at 75 per cent peak load, 

THE CHAIRMAN: That is the calculation 
that starts out at 25.6¢ and goes down? 

MR. COATES: It goes down because of load 
factor basis. 

THE CHAIRMAN: Before we get to the end, 
let me just say that there has been the impression 


created that Trans-Canada has had, and is having, 
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eae. 


difficulty in consummating contracts for the pur- 


Cnase or gas in Alberta, Is that right? 

MR. COATES: Mes esi, We have not 
been able to purchase large quantities of gas re- 
COnGLy « 

THE CHAIRMAN: My s<Coates, am Db Gorrect 
in thinking that we had, price schedules 2 and 3 
put before us to show that these prices have been 
moved upwards? 

MR. COATES: Yes, sir. 

THE CHAIRMAN: Can you tell me when and 
from whom the first substantial purchase of 12¢ 
gas was made by your company? 

Mo COATESs, LC. think Mr, Norte wi answer 
that. 

MR. HORTE: It wae. fromthe Caliiornia 
Standard Company in the Homeglen-Rimbey field for 
the purchase of 1O.mitiion cuble feet per day in 
May, 1957. 

THE CHAIRMAN: And the next one? 

MR. HORTE: The amounts we have bought 
ao l2¢ have been a total, I believe, cf te cm 23 
million cubic feet per day. 

THE CHAIRMAN: Let me get 1% in a nega= 
tive way: is it incorrect for me to assume that 
you have purchased, one of your first purchases at 
12¢, in the Carbon-Silver Lake area properties, owned 


by Tennessee Gas Transmission? 
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MR, HORTE: I might check the date and 


THE CHAIRMAN: Have you a contract in 
that area for 25 million Cubbie Leer? 

MR aHORTE®: Sir, we have a contract with 
Tennesee in that area for e> million eubiie feet, 
and a contract with Hudson's Bay O11 and Gas, a 
Similar type of contract, for 45 million cubic feet 
in the Olds-Lanaway-Garrington area, A type of 
contract that is a letter agreement contract contem- 
plating the development of reserves in this area, 
and if such reserves are developed, the sale of those 
Peserves CO us up to that quantity. At the present 
time the reserves in the areas are Ver minor; «ine 
contract provides the take shall be 1 million a day 


for 10 billion cubic feet of reserves at any time, 
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fi 


THE CHAIRMAN: What percentage of your 
total contractual purchases of gas are with 
Tennessee Gas Transmission at the present time? 

ME. \HORTE: i will have to, geu. 7 iaw 
PI eUre wus lL nave 3 t., 

MR. COATES; Mr, Chairman, the last 
question you asked Mr. Horte about having a con- 
tract with Tennessee, did that refer to the Carbon 
field? 

THE CHAIRMAN: Carbon and Silver Lake. 

MR, HORTE: Sir, the date of the Carbon- 
Silver Lake contract with Tennessee Gas Transmission 
was June 12, 1957. The contract with Hudson's 
Bay Oil and Gas Company was June 15, 1957. The 
contract I mentioned earlier with California Stan- 
dard was in the early part of May; I have not the 
exact date with me. 

THE CHAIRMAN: Then have you got that 
percentage figure? 

ine HORDES I have a percentage figure, 
sir, which does not include this latest contract, 
this 12-cent contract which was mentioned with 
Tennessee Gas Transmission. At this time the 
reserves associated with that contract are very 
minor, they are in the order of 17 billion cubic 
feet and if the contract were in effect today 
the take from that contract would be approximately 


4.7 million a day-and not be 25 million a day 
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as provided in the contract, Therefore, the per- 
centage that right today we would have under con- 
tract from Tennessee Gas Transmission, all our 
total contracts, is approximately 3 per cent. 

THE CHAIRMAN: Three per cent approxi- 
mately? 

MR. HORTE: Approximately 3 per cent, 

THE CHAIRMAN: That is after making ad- 
Justments with respect to the @arbon-Silver Lake 
field? 

MR. HORTE: Yes. 

THE CHAIRMAN: fs not any of "that cas 
contracted at 10 cents? 

MR. HORTE: Yes, sir, the largest portion 
of that gas is contracted at 10 cents. The 10-cent 
contract with Tennessee Gas Transmission provides 
for the delivery of 16 million cubic feet per day. 

THE CHAIRMAN: Let us go one step further. 
What percentage of your contracted purchases are 
with the successor to Canadian Gulf O11, British 
American O0i1? 

MR. HORTE: That figure, based on reserve 
estimates prepared by Mr. Stewart of DeGolyer : and 
MacNaughton indicate that as of today of our total 
reserves under contract, 33.5 per cent are under 
contract to us from B-A Oil Company. 

THE CHAIRMAN: Have you the figure readily 


available as to what proportion of that percentage 
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is 1O-cent and what proportion is 12-cent gas? 

MR. HORTE: That is all 10-cent gas. 

THE CHAIRMAN: And what proportion is 
Hudson's Bay? 

MR. HORTE: 11.4 per cent, that being 
almost completely 10-cent gas except for one small 
contract in the Bindloss area which is for less 
than one million cubic feet a day and would not 
include this 45 million a day from the Olds-Lanaway- 
Garrington area in which at this time there have 
proved to be very minor amounts of gas reserve. 

THE CHAIRMAN: Thank you very much, 


Mr. Pattillo, have you anything further? 


MEBs PATPILEGs I have nothing further, 
Mr. Chairman, I think Mr, McNeill has something 
to say. 

MR, McNEILL: Sir, throughout the hearings 


various of our witnesses have been undertaking to 
produce various items of information which from time 
to time I have been supplying, and I have some more 
to put in which will take a few minutes. In addi- 
tion to that I believe Mr, Orme has some further 
explanations to make in connection with the state- 
ment that he has been testifying to. L do not 

want to take any more of the time of the Commission 
but IT would prefer that we net try-to rush it through, 
It is getting pretty late now and perhaps we should 


go.on after lunch. I thought this was the proper 
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time to tidy up the record, 

THE CHAIRMAN: Oh, we must tidy 1t up, 
there is no BeeheKen about that, How long would 
you anticipate this would take? 

MR. MecNEILL: It should not take us any 
more than ten or fifteen minutes at the most, I 
would think ten minutes would do it. 

THE CHAIRMAN: BInee Teelsioun in- 
tention to hear the submission of the Corporation 
of the City of Edmonton after we have finished 
this afternoon with your submission, Mr. McNeill, 
and I believe His “Jorship the Mayor of Edmonton 
is here and perhaps we could set our hearing for 
two-fifteen this afternoon and plan to go on with 
the Corporation of the City of Edmonton immediately 
after we finish with Trans-Canada. 

MR. McNEILL: I am sure we will not be 
any more than ten minutes. 

THE CHAIRMAN: We will adjourn now 


and reassemble at 2.15 this afternoon. 


---Whereupon the hearing adjourned at 12.35 p.m. 
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Sn Cesmming at 2.15 Oy mM, 


THE CHAIRMAN: The Commission will now 
resume its hearing, Mr. McNeill? 

MR. MecNEILL: Sir, there are several 
items we wanted to tender, most of which I think 
had been asked for. 

First of all, though, Mr. Orme would 
like to make a short statement in connection with 
Some of his material, 

MR, ORME: Mr, Pattillo, you asked me 
to give you the percentages, if I understood your 
question, of industrial gas which were presently 
under contract, and I was not too sure whether you 
meant under contracts between Trans-Canada and its 
distributing company customers or whether you meant 
contracts between the distributing companies them- 
selves and their industrial customers. 

in answer to the first one, about 65 per 
cent of the industrial load reflected in my estimates 
for the first five years are presently under con- 
tracts which are presently in existence between 
Trans-Canada and its distributing company customers, 

As you appreciate, this is a changing 
picture every day and, of course, we are not inti- 
mately informed with respect to the contractual 
relations between the distributing company customers 


and their industrial customers but, to the best of 
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my knowledge, there is between 25 and 30 ber cenc.or 
the industrial load that are reflected in my pro- 
Jections.in the first five years that are either 
presently under contract between distributing 
companies and their customers or will be within the 
next couvle or three days, 

Mi. .-ATCULLOs Thank you. 

MR. ORME: I also should add to that 
that there is also under negotiation another 
approximately 10 per cent of its industrial load 
by the distribution companies with the respective 
industries which should be consummated within the 
next week or ten days. 

I also have available at this time the 
Exhibit C concerning which I gave some figures on 
yesterday as to the alternate comparison of the 
estimated revenues and the costs of service for 
the Mid-Western sales at Emerson, on the basis 
of an allocation of System costs of west of Winnipeg 
to the Mid-Western sales plus the entire cost of 
service associated with the Emerson lateral, plus 
the cost of the gas purchased. 

MR... .PATTILLO: I suggest that they be 


marked as-Exhibit c=25-1, 
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Pee EO Tro ge C= Pods Trans-Canada Pipe Lines 
Limited, alternate compari - 
son of estimated revenues 
and costs of service (in- 
cluding 73 per cent return) 
for proposed sales to Mid- 
Western Gas Transmission 
Company at Emerson, Mani- 
toba (U.S. export), 

MR. McNEILL: Mr. Chairman, Mr, Tippy 
now has some material that he wanted to produce, 
which he will describe. 

MR. TIPPY: Mr, Pattillo, you asked about 
percentages as between residential, commercial and 
industrial sales and the markets outlined in the 
December, 1956 market study, 

I now have those figures and these do not 
rer lect curtail iments. These are figures of the 
market and should be considered as comparable to 
the figures in Mr. Orme's present-day market 
study. 

For the year 1958-59, residential, 20.32 
per cent; commercial, 6.54 per cents industrial, 
73.14 per cent. 

For the year 1959-60, residential, 22.96 
per cent; commercial, 6.65 per cent; industrial, 
70.39 per cent, 

For the year 1960-61, residential, 24.74 
per cent; commercial, 6.66 per cent; industrial, 


68.60 per cent. 


For the year 1961-62, residential, 26.45 
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ber cent; commercial, 6.67 per cent; industrial, 


66.88 per cent. 


For the year 1962-63, residential, 28.69 


per cent; commercial, 7,01 per cent; industrial, 


64.30 per cent. 


In addition, I have prepared and have 


ready for distribution a one-page exhibit similar 


to page 1 of Mr. Orme's Exhibit C-24-8, which is a 


comparison of estimated revenues and’ costs "Of ser= 


voce, including a 7S per cent return, for the pro- 


posed sales to the Canadian markets, which is a 


companion exhibit to Mr. Orme's C-24-8, which was 


for the Emerson return, 
MR, PATTILLO: 


marked C-25-2, 


MR, McNEILL: 


I suggest that that be 


Trans-Canada Pipe Lines 
Limited, comparison of esti- 
mated revenues and costs of 
service (including 73 per 
cent return) for proposed 
Sales to Canadian markets, 


Now, Mr. Chairman, if I 


might just proceed, for a moment, I believe it was 


On the first day of the hearing that my learned 


frrend "Mrs PPatttito was asking Mr. Berry concerning 


assets and liabilities and the financing position 


generally of the Trans-Canada Pipe Lines immediately 


after the amalgamation of Western Pipe Lines and the 


original Trans-Canada Pipe Lines Limited. 
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We have obtained, and I can file -- I 
have only six copies -- a consolidated balance sheet 
prepared at the time by Messrs, Peet, Marwick, 
Mitchell and Company, as of July 31, 1954, which, 
so far as Mr. Berry has been able to ascertain, was 
the first consolidated statement. You may recall 


the amalgamation took place over a continuing period 


of time. 

If I might just deliver those to Mr.Pattillo 
now. 

MR. PATTILLO: I suggest this be marked 
C-25~-3, 
-~--EXHIBIT NO, C-25-3: Consolidated balance sheet 


dated July 31, 1954, 


MR. McNETLL: My learned friend also was 
asking concerning the incorporation & Western Pipe 
Lines, the names of the original incorporators and 
the capitalization of that company. 

Western Pipe Lines was incorporated by 
Special Act of the Federal Parliament, which Act was 
assented to on the 30th day of April, 1949. ‘8 
believe Mr, Nesbitt gave, from memory, the names of 
the incorporators, but perhaps to make sure our 
record is accurate, I should read the names again: 

Lionel B. Baxter; Edward A. Nanton; David 
De Oe Murray; Gordon P, Oeder; Harold G. Tucker, 
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The capitalization, as provided in Section 3 
of the Act, shall ey ere Of 2,500,000 shares, without 
nominal or par value. 

I was also asked to supply material concern- 
ing the option that had been granted to R. J. Wallace 
and, subsequently, assigned to Ike P, Leroux, fi 
have found that option, which was for 5,000 shares, 
was exercised, and the 5,000 shares were delivered 
by the company on the 25th day of April, L957 to the 
Canadian Bank of Commerce as agents for Mr, Leroux, 
The actual issue was in the form of five certificates 
for 1,000 shares each. 

Mr, Leroux, very Shortly thereafter, 
transferred those shares to a very lon@alct-st sof 
individuals, the shares being in the amounts of 20, 

40, 60 shares, 45 shares, and I don't know that there 
is anything to be added by reading all of those names 
into the record. The transfer took place on the 
16th day of May, 1957; that would be less than a month 
after the original issue to Mr, Leroux. 

THE CHAIRMAN: Do you want the names, Mr, 
Pattillo? 

MR. PATTILLO; I don't think we need the 
names. 

THE CHAIRMAN: I see no: point. 
MR. MeNEILL: Mr. R. A. Brown, Jr., president 
of Home Oil Company Limited, was asked to supply de- 


tails as disclosed by the share register of Home Oil 
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Company Limited as between Canadian and non-resident 
registrants, both for the Class A and the Class B 
common shares, 

I am in receipt of a letter from Mr, Atkinson, 
the treasurer of Home Oil Company Limited, in which 
he has handed me three copies of a schedule setting 
out an analysis of the share ownership. 

THE CHAIRMAN: Is this our Mr. Atkinson? 

MR. McNEILL: No, sir, it is another Mr. 
Atkinson, They are all financial persons, 

Minh. PATPILLO: I suggest that that be 
marked C-25-4, 
~--EXHIBIT NO. C-25-4: Home O11 Company Limited, 

analysis of share ownership, 
dated February 21, 1958, 

THE CHAIRMAN: Mr, Pattillo, I wonder 
whether that should not be read into the record 
rather than just being left as an exhibit. Le 
surely is not a very long document, is it? 

MR. PATTILLO: No. T Wide Sead te tate 
the record. This. 1s an analysis of thes share 
ownership of the Home O11 Company Limited: 

Class A, Canadian shareholders, 5,228; 
non-resident holders, 2.020. Canadian shares, 
1,040,156; non-resident shares, 486,065; Canadian 
shareholder percentage, 68.15 per cent; non-resident 


shareholder percentage, 31.85 per cent. 
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Class B, Canadian shareholders, 2,962; 
non-resident, 1,143; Canadian Shares, 1,817,915; 
non-resident, 505,816, Percentages, Canadian, 
78.23 per cent; non-resident, 21.77 per cent. 

Total, Canadian Shareholders, 8,250; 
non-resident, 3,163. Canadian shares, 2,858,071; 
non-resident, 991,881, Percentages, Canadian, 

74.24 per cent; non-resident, 25.76 per cent, 

Total shareholders, 11,413: total shares 
outstanding, 3,849,952, 

MR. McNEILL: Now, sir, among other things 
I have undertaken to Supply certain information 
respecting the date of and the consideration for 
the assignment by Mr. Kernan to White, Weld & Company 
of one-half of his commitment to buy shares in Trans- 
Canada. I have not been able to obtain that infor- 
mation yet. Iwill, if it is satisfactory, submit 
that by letter. 

One further thing, sir: as I stated this 
morning, Mr. Howe's letters, I will file photostatic 
copies of those with Mr. Pattillo, if that is satis- 
factory. 

We have not, whether you consider it neces- 
sary, placed on the record Mr. Atkinson's qualifi- 
cations. I think possibly the Commission is fully 
aWwarenol his<qualifications and) the factithat heris 
a director of Trans-Canada Pipe Lines Limited, 


THE CHAIRMAN: Oh, we are all aware of 


Sy oe 


. ; Pye i ee ve 9 Saat el ‘ i 

ekoes ied , eee ie ae cae ree 0 UP eae 
rh) CERO DOS.S RARE: Te Siena 091. eh suebtnensag 
oa) i 7 — 


eé ee aioe ect ue DU te + Fa 
et bhsrsd We oli? TEBE nebtaetanod 7 


Aco Eh itt 


ssritie! tneD «romp as Sty 


- 


oe 4 ve i. - fi % i Ie : 3 ty erent ie a. Min: * a -) rascal nk a 
ne GRR EPO LE. Cathet erMe 


bets Tee y sehr A a NT RR eG i eee ee 
} ddd SCY. SOR reanes 126 Wr ey is carom ‘ AM jee vise Vk ee ‘t ae 
: ' ' pean ‘ 
aac aml 3 me page ete haan 7) 
~ ot eg FEO a Bay ™ Pa ‘ ; 
Roti witigts baste9,' bbaiges é: ee -ioteduebae oved Tf 
! P ) 
(Ot aol? oie toro “ane “AA To’ teh GAg Icom icin i 
Baie Te ie yes 


Lot toe of vasaiet fai vo theme; gine 8 “ong 
i ae 7 na * * i ye ; oe Uf D, ro s " 
OP ist 2 si id of “ulcend hanes era 30 -% tisdonale - 


aE i yest > “ake onto “4 - . : ne ‘i 
“yoryt Teddy. aberds es sige’ tase ‘PO Y eared I “ti penises) 


ate) . oA Anias AP Sal ss ' ° 
we, yxoto ste tigs ‘el o£ 32 veeiw: s+ TAY eee 
; 
st pie see OT eae * 
cae Noe Ce a ad 
. tovtel er itaeta 
» i 
is I ag ate —poin? tag re : Sue 
is ae : 
’ oS ie ae yr. SA P tahEe : 7 
‘ ; Yi E petgette ts awed .am) oon koom 
, ges tM Ey y M5 : 7 \ 
rsd “LS ele Sasser iid Bw “98 sol ate aakgos “I 
i ae ne ate RR rg Q Be Pea (hen eake se hu Nii "h oo) 
LT a Bes: Se MEO ne Tha caabta AIA tie. 25 | i 


see iia 8 ea: 2 eon 


4 
4 : a a 
ti je 


YY Serteriy gon o¥a ew. 


We 

eon (a 
sie am te “va 
rae Pais an 
Bn any 

r 


‘3 cnaae Sag oe en 
pan fs he ah Ree ante" ) 


iio Si Apa a ie de af: ae 4 
oii pie 


ious, 


Bre oes Bee, win. QUST 
his qualifications, 

oh PRETO: We established that he was 
a director of the company and how long he had been 
and I think we are all aware. 

MR. McNEILL: Now, sir, we had, I believe, 
other than those exceptions I have just mentioned, 
Supplied your Commission with the information which 
has been requested. If we have, in fact, missed 
anything, we will be checking the transcript and 
attempting to pick up anything like that, or any 
communication like that from Mr, Pattillo or the 
staff, we will attempt to meet as quickly as we 
possibly can, 

I assume the situation still pertains, that 
Trans-Canada Pipe Lines Limited will be allowed to 
file further submissions, particularly on the subject 
of regulation and possible forms and extent of regula- 
tion, as we had been given to understand we would 
prior to the making of this submission; and I assume, 
too, that any material that we may feel. evine der. 
to the Commission on that subject could be submitted 
at a later date. 

THE CHAIRMAN: Yes, Mr, McNeill, The 
Commission has discussed that and the manner in which 
such submissions might be procured or dealt with. 

i chink ti Us our wiewathatewerwould prefer to have 
those submissions -- and I hope Mr, Chambers is 


here, because Mr. Hetherington or Mr, McDonald 
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mentioned the same thing -- I think we would prefer 
to have such submissions in writing and simply sent 
to us. It would not be our intention or purpose 

to examine on such submissions, necessarily. We 
would appreciate the assistance from industry in that 
regard, very much indeed, We want such submissions 
and are delighted that you will do so, and I was very 
happy the other day when Westcoast Said that they 
would, also; but I think our present feeling -- we 
may change our minds, but our present feeling is 

that we would not want to examine on those sub- 
missions but might quietly ask someone from the 
industry to explain any points that we may be a 
little doubtful or dubious about in our minds. 

MR. McNEILL: Then, sir, as far as any 
written summary or sum-up of the material that we 
have submitted, either in summary form or even in 
brief or argument form, I assume, wid also be re- 
ceived? 

THE CHAIRMAN: that Ls cight,.ands fof 
course, I certainly do not wish to press you, but we 
would like to have it within a reasonable PErTOCNoT. 
time, you know. 

MR. McNEILL: Ve Sees en 

THE CHAIRMAN: I know you have been very 
pressed and I don't mean that you should burn any 
midnight oi1 at all in getting it ready; but I would 


not want it to go over for months and months. 
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MR, McNEILL: It just occurs to us that 
a brief but factual re-hash of the material that 
has gone in, in summary form, might be of assistance 
to the Commission, 

THE CHAIRMAN: I beg your pardon, I was 
still thinking of your submission with respect to 
regulatory control, 

MR. McNEILL: Well, that, Sir, we wilt 
certainly place before you just as soon as we 
possibly can, 

THE CHAIRMAN: Risht. 

MR. McNEILL: Then, sir, that completes 
our submission, subject, as I say, only to any further 
requests for information that the Commission may 
desire to forward to us, 

THE CHAIRMAN: Weil On Dena. or tie 
Commission, Mr. Tanner, Mr, Coates, Mr. MeNeiil, 
your associates, Mr. Orme, Mr, Tippy and. all of 
you, I want to thank you most Sincerely for the 
frankness with which you have given your evidence 
before the Commission and the way in which you have 
endeavoured to help us get to the pertinent facts 
and answers to the questions which we have asked. 

We all feel that you have been most cooperative and 
we apologize if we more or less changed the tempo 
and caused all this. midnight—oil-to be burned; but 
it was not and is not of our ‘own choosing, t  thaink 


we have all come to realize that there are only 
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twenty-four hours in a day and there is an awful lot 
of work to be done yet by the Commission, 

Thank you very, very much, 

MR, COATES: Mr, Chairman, on behalf of 
my colleasues I would like to thank you and your 
associates on the Commission and all of the Commission 
staff for the courtesy that they have shown us here. 
We realize that the tempo of the investigation, the 
hearings, had to change. It has been a very 
pleasant challenge to us to attempt to supply the 


information you wanted, in the form that you wanted 


it and as you wanted it. 


If we have missed any of it, as Mr. McNeill 
has just said, we would be more than pleased to deliver 
it to you in whatever form you would like to have it. 

I would also like to take this occasion 
to say we sincerely appreciate this opportunity to 
appear publicly, to add many facts as to Trans-Canada 
as they exist and not as they exist by rumor and hear- 
say. 

Thank you very kindly, sir. It has been 
a real pleasure. 


THE CHAIRMAN: Thank you, Mr. Coates. 
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Submission of 


THE CORPORATION OF THE CITY oF EDMONTON 
UE DMONTON 


Appearances: 


His ‘iorship Mayor ¥, Hawrelak 


Mire, Othe! Tweddle - Commissioner 
Mr. D. B. Menzies - Commissioner 
Mr. Alan Macdonald ~ City Solicotor 


THE CHAIRMAN: Mr, Pattiiioe? 

Pr ATT E LOO Mr, Chairman, we now pro- 
pose to take up the brief filed by The City of Edmonton 
and we have with us today His Worship the Mayor, Mayor 
Hawrelak and the city solicitor, Mr. Macdonald. 

I assume that his worship is going to 
present the brief but I think, in any event, it should 
be read into the record, and my suggestion is that 
the document be marked as C-25-5, 
~SeP AED LEON, (C=25-5. Brief submitted by The 

weer Corporation of the City 
of Edmonton. 

THE CHAIRMAN: Mr, Hawrelak, would you 
care to read your submission, sir? You may remain 
seated; whichever you prefer, 

MAYOR HAWRELAK: Mr, Chairman,honourable 


members of the Commission, I wish I were able to have 
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had the opportunity of welcoming you to the capital 
city of this province. However, circumstances are 
Such that we are very happy indeed, as fellow 
Canadians and Albertans, in berticular.. to at 

least have this opportunity to have you come into 
our neighbouring community of Calgary and make sure 
that the special arrangements that have been made 
for you here will mean that you have been warmly 
and properly received. 

We have with us here today Mr, Menzies, 
to my right, and Mr, Tweddle, both City Commissioners, 
and our City Solicitor, Mr. Macdonald, 

I might warn that if you find any circum- 

stances in the brief which are correct, At is because 
of the Mayor, it there is anything that is wrong, 
I am hopeful that it will be accepted by the Com- 
missioners and the City Solicitor. That is the 
usual sort of thing that happens in circumstances 
like these, 

But, seriously speaking, sir, I am going 
to read this brief and I will make several comments 
on what we call here a very brief brief indeed. E 
preface our remarks by saying that this, of course, is 
not a brief of technical information or even, perhaps, 
accurate from the point of view of strict information; 
but it is one that intends to make a statement of 
opinion, We have certain opinions and certain ideas 


with respect to the gas question and we do not even 
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know whether, in fact, some of our ideas are workable, 
but we have confidence in coming before you, sir, 

and your colleagues and your associates on this 
Commission, and in having you investigate this matter 
and.see if, in fact, these ideas are workable, see 

BL Ournideas.are.at. ali worthwhile, They are 
presented with considerable thought, with respect 

to the general idea of an expression of opinion and, 
with these few remarks, I now intend to read the 
brief. 


THE CHAIRMAN: Thank you, 
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Speaking as Commissioners for the City 
of Edmonton we consider that such subjects as the 
gas and oil reserves of Alberta are in the compe- 
| tent care of the Alberta Oil and Gas Conservation 
Board. Our concern in this brief submission will 


DE VeOn OUtLI ne. the Special problems of a municipal 


| government that is the involuntary heir of some of 
the advantages and many of the financial problems 

| that have stemmed directly’ from. the finding of great 

| Oil and gas resources in this Province, 

We think that Canadians should have Pars 
call upon Canadian energy sources of gas and oil. 

If this means a relatively slower sale and exhaus- 
tion of Canadian oil and gas reserves than will occur 
if long term and high rate delivery to the American 
market is permitted, then this does not appear too 
Serious a matter. 

We believe that natural ‘cas is a unique 
heating fuel for which there is no comparable sub-— 
stitute available or in Sight... We do not fear that 
technology will render gas obsolete as a fuel aS@! 
| Alberta and we believe that it will be in Steady and 
increasing demand for many years to come. 


We feel, in making that statement, that 


from the information we gathered from the Conserva- 
tion Board, and which we believe was presented to 
your Board here on the subject of the life index 


of the various gas periods, certainly in Alberta 
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and the United States, we note that in Alberta 

the life index which, we understand, is the ratio or 
gas available to demand,in LOO Bue tOOCL ay 27o- 

ee 1956y 27 o34end Jin (the Board estimate fone une 
year 1963, that index will stand at 60. We are 
assuming in this that the Board, in making these 
calculations, had allowed for the POSSLDLIA ty von 

gas export, whilst in the United States it appears 
in 1956 it was 22.5, and prior to that for a good 
Tone vime 1% stood at 25. Now, the only comment 

I would wish to make on that is, it seems we 

Will have an abundant supply of Bas’, ang win) .3 17. 
probability the supply of gas in the United States 
Will be declining, but the market and the usability 
of gas will, at the same time, be on the increase. 
Perhaps from that point of view we here in Alberta 
and in Canada, in our view at least, have few fears 
that there will be little use found for Sas OLS 
OF 20 years from now, Lf 1t were not now immediately 
available for export. 

Conclusion: We believe that Canadian 
natural gas should first be distributed to Canadian 
population centers if it can be delivered at a 
commercially competitive price. 
ae If those Canadian needs that are economi- 
cally sound are first met, then the American market 
Should be supplied with our natural gas, but export 


licenses should only be granted under the following 
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conditions: 
ist - with the annual maximum take-out care- 
fully controlled by contract; 
end - with initial contracts for the take-out 
limited to a 20-year period - renewable 
pherearter: only if it isato. the, benerit 
of the Canadian economy. 

May I say, the reason we use 20 years is 
that we thought of it as a conservative period and 
that is the only reason for using it. 

The submission by the Municipal Corpora- 
tion of the City of Edmonton that is made as para- 
graph 2 above is premised upon the statement made 
by the Alberta O11 and Gas Conservation Board which 
we accept without reservation, namely, that the 
reserves of natural gas within this Province are 
sufficient to meet both the domestic and the export 
demands that may be put upon the supply over a 30- 
year period, 

We note from the presentation made to you 
that as of January 1, 1957 there apparently is an 
economic reserve off gas somewhere in the neighbour- 
hood of 16 1/2 trillion cubic feet. We also notice 
that it might well be that that figure might be 
15. tridstion cubic feet, So that» we say we vaccept 
the statement made by our own Board, in whom we have 
thes ereatest confidence, and it appears that. there 


is an adequate supply over a fairly long period to 
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meet the needs of Albertans, Canadians and,,.secondly, 
some available for export to our American neighbours. 

Observations: Edmonton does not accept 
the argument that because gas is in mounting foreign 
demand the gas to be used in Alberta for domestic 
fuel (or for commercial fuel in such places as 
the City of Edmonton Power Plant) should be allowed 
to greatly increase in price. This is a natural 
resource in which Albertans have a vested interest. 

We Albertans do not feel apologetic be- 
cause geography and geology have given us a favoured 
position with respect to natural gas. Because of 
the cold winters in Western Canada the amount of 
ie bebo, Lt Cod] tor. cad... chat. must be: jacnsumed to 
keep our houses warm is considerably greater than 
the amount consumed in other parts of the country, 
and it is only by obtaining gas at low prices that 
the overall cost of space heating in insulated 
buildings can be kept in line with the cost of such 
heating in other parts of the country. Some parts 
of Canada have cheap rail or water transportation, 
Or nearness \to marnkets.vo keep. their commodity 
prices down and their industries flourishing, 

We have in mind such things as freight 
rates about which we in this part of Canada are 
VWitally.concerned, and abour which people. in all 
parts of Canada have heard for some time. Here we 


have a situation in freight rates where Vancouver, 
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for instance, can enjoy a more favourable treat- 
ment in that respect than we in Edmonton, being 
800 miles closer to the markets of Eastern Canada. 
Now, we do not Say that we should be .necessarily .dis- 
turbed; all we are concerned abouts ts phat tr we 
have an economic advantage in any part of Canada, 
let us not do all sorts of things about that and 
disturb it unduly. We oe if Niagara Falls sup- 
plies cheap hydro, then let us not worry ourselves 
as to how we can destroy that, but let us be content 
that those close to Niagara Falls will continue to 
have the advantage of cheap electrical energy rates 
all the while, So it is here in Alberta, We 
feel where places have these economic circumstances, 
let us make sure that we do have some advantages 
of its use, 

We somehow feel that Canada cannot be a 
Strong nation unless each and every part of Canada 
is economically strong, and if there are certain 
advantages, let us see how they can best be used 
in that part to let Canada make its best use for 
the good of a1], and particularly tor thaw part of 
Canada where the advantages are. That is the 
general premise of our submission. 

Lacking such advantages we do have low- 
priced gas here and we say it should be kept low- 
priced for a long, long time. In the Edmonton area 


alone Northwestern Utilities Limited during 1957 
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Sold almost 25,000,000 MCF of gas to commercial and 
industrial users: the domestic user to the extent 
or Te midijon MCF. ‘We have been advised that the 
Company expects this quantity to increase very 
materially in the years that lie immediately ahead. 
It seems probable to us that any Substantial in- 
crease in the price of gas to commercial and indus- 
trial users can only have the result of discouraging 
Such users from increasing their plant investment 
in the Edmonton area. In the past few years the 
Industrial Commissioner for Edmonton advises that 
commercial construction that has resulted directly 
or indirectly from oil and gas discoveries totals 
five hundred million dollars. We are fearful that 
if the cost of natural gas increases substantially 
then a most material incentive to industry to locate 
in the Edmonton area will be gone, 

What we say about Edmonton in this respect, 
we have places to build communities in Alberta, and 
that is something we are very widely concerned apout; 
these industries that come to Alberta because of 
Special economic circumstances and conditions, and 
we have tried to attract them and we try to empha- 
Size these conditions to them. They have accepted 
that fact, I suppose, and some of them have come 
with that in view. Now, we feel we should do every- 
thing in our power to keep faith with these condi- 


tions that existed at the time they decided to locate 
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in the Edmonton area, 

Under Reanounne from the City of Edmonton 
Northwestern Utilities Ltd. supplies to the Edmonton 
area (lene Edmonton, Beverly, Jasper Place and 
Edmonton rural) 60,000 customers of whom some 
50,000 are domestic consumers who each have, on a 
conservative estimate, $1,000 invested in gag 
installations and appliances making a $50,000,000 
investment in natural gas by citizens of this area. 

Consumption in the Edmonton area through 
Northwestern Utilities Ltd. facilities alone totals 
36,500,000 MCF yearly (1957 figures.) This consump- 
tion includes domestic, commercial and industrial 
gas. Of the total consumption of 36.5 billion cubic 
feet, some 7 billion cubic feet are consumed at the 
Edmonton Power Plant alone. Edmonton people have 
used natural gas as a fuel since 1923 and they have 
al right to,expect that it will continue available to 
them on reasonable terms. 

The figures of the Provincial Department 
of Mines and Minerals show approximate sales of 
natural gas in Alberta for 1957 as 112,000,000 MCF. 
Hence the Edmonton area consumers now use annually 
about one-third of all the gas sold in Alberta. 
Northwestern Utilities Ltd. serves much of Northern 
Alberta as far south as and including Red Deer and 


the figures are:- 
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Gross sales by Northwestern 

UGELEUIES ob6. al] typed -or 

customers of its system in 1957 .... 46,200,000 MCF 

Gross sales by Northwestern 

Utitities, tosall types.of 

customers IN THE EDMONTON 

AREA nel 1957 J as RE iT ee SOR a saat be Yor ee eC) © ye ac ye 36,500,000 MCF 
Some might say that the indirect financial 

return to the Corporation of the City of Edmonton 

via Provincial revenue distribution following export 

of gas will more than compensate for the increased 


cost of gas to domestic users and commercial users 


of gas who are located in Alberta. This is not 


Gh 


necessarily true for a major population area like 
the City of Edmonton. The Deputy Minister of Mines 
and Minerals for Alberta told your Commission that 
in the 10 years from 1948 to 1957 inclusive Pro- 
vinecial revenue from oil and gas averaged in excess 
of $72,000,000 annualiy; yet in that same 10 years 
the debt of Edmonton increased from $22,857,433 to 
$127 ,559,139. Edmonton's population increased 
rapidly from 1948 on, and the heavy borrowing was 
the direct result of the population increase and 
the arrival of additional industry. In the state- 
ment of Premier Manning to your Commission at the 
Opening of these hearings it is clear that the 
Government of the Province is anxious to increase 
industrialization in the Province and the Ci ty 
Commissioners enthusiastically endorse further in- 


dustrialization to broaden the economic base of our 
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Province, However, the industrialization OL 
Alberta actually means industrialization of the 
municipalities of Alberta, and such progress would 
entail the influx of population that would concen- 
trate largely in the urban centers, and such concen- 
tration will only serve to aggravate the already 
onerous debt burden placed upon the municipalities 
to provide the services necessary to our new popula- 
tion. The two points we choose to make from the 
above figures are:- 

As The Municipal Corporation of Edmonton has 

no assurance that it will be granted as a matter 

of right such a share in the revenue accruing 

to the Province from the export of natural gas 

as will justly compensate its residents if the 

gas that they buy each month goes up sharply 

in price due chiefly to the demand for gas in 


far places; 


fae When the oil and gas discoveries brought 
industry and people to Northern Alberta a few 
of the results to the municipal government were: 
(i) Immense increases in highway costs 
and sewage treatment costs and utility 
extension costs; 
(ii) Immense increases in school costs; 
(1ii)Increased costs, generally for 
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These costs have to be met largely from 
one major source -- real property assessment. Be- 
cause this is so the same decade that has seen the 
Province eliminate the Provincial debt has seen 
the debt of this city rise to almost six times 
what it was in 1948, a situation that would be 
further aggravated if gas export has the effect 
hoped for by the Province, namely, increased popu- 
lation and industrialization. For that reason the 
cities and towns of Alberta should obtain greater 
monetary benefits from the Provincial government 
through gas sales than has been the case in the 
past when gas and oil were exported and the benefit 
SHOULD BE PROPORTIONATE TO THE URBAN EXPENSE CONNECTED 
THEREWITH. 

I would like to indicate, for instance, 
that we note that some people feel that it is perhaps 
not fair that some communities such as Edmonton and 
Calgary should enjoy a preferential treatment by 
way of low gas costs, and thereby even prohibit ex- 
port and thereby also reducing the amount of 
royalties payable to the Provincial Government, 
because other parts of the Province not using gas 
will not have the same direct benefits. 

Well, werwould likes to polatsourm tor you 
twat the irural population oF Wilbentay milly by IgGl, 
constitute 61 per cent of the total population of 


Alberta, The Conservation Board estimates that by 
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1986 75 per cent of the Provincial population 

will be served by gas, so that we feel that the 
consumers in the larger areas or in areas using 

gas, their low price for gas should not be disturbed, 
even though it means some increase in ProvVinceLal 
revenues, because we somehow feel that they will 

te paying more directly for any increased cost of 
gas which we feel is bound to come as a result of 
export if it is not controlled than the indirect 
benefits that will accrue to them as Albertans. 

Now, we in 1957 have some figures here 
that, it seems to us, through the city sales of gas 
in 1957 our consumers paid something over $7 million. 
In any circumstances at all which would cause that 
figure to rise to, say, $10 million or $14 million, 
looking at the possible royalties that might be 
accruing to the Province as a result of the export, 
for instance, the two do not compare favourably at 
all because we would not like the idea at all of 
paying for these additional royalties even more 
than what the Province itself will get. From the 
estimates we have seen somewhere, and we are not 
Sure they are correct, it seems that it might be 
that the Provincial Government may be getting from 
export something over $2 fe million a year in 
additional gas royalties. Well now, if that is all 
they might be getting, and if we are forced to pay as 


the result of that something in excess of, con- 
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siderably in excess of the $7 million that we paid 
for gas in 1957, as consumers of Edmonton, we do 


not think it would be a good deal. 
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2476 
We appreciate that it is not easy “GO 
evolve a formula that will give the field investors 
of Alberta a chance to profit from their investment 
while still maintaining a price level for gas in 
Alberta that is weighted in favor of Albertans. 
We think, however, that the Crown reserves system 
of field development represents an existing means 
Dy Which €quuvy canbe done to all, If 2 parc oL 
the Crown reserves of the Province abutting proven 
Sweet gas fields and as near as possible to the 
cities, could only be bought by Alberta utility 
companies to supply our Alberta needs then utility 
companies in the business of selling gas to Alber- 
tans for Alberta use could be assured of a source 
orvsupply at a price that would be maintained at 
a reasonable level since export gas pipeline needs 
could not have a call on this part of the Provin- 
cial supply. Such a scheme would avoid the unfair- 
nesstTinvolved in earmarking certain tields wholly 
for domestic needs because the risk capital of 
the proven well owners would not then be tied up. 
The Province would be the trustee of the asset and 
Lt VeoulLdnarford to await its: profit from a cas 
pool when a private well owner could not and should 
not expect to await his return. Another way the 
Province could ensure not only supply but supply 
at reasonable prices to Alberta users of gas would 


be for the Government to exchange drilling sites 
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near its major population centers and take them 

off the potential export market, ClVAne Oia 

gas companies other acreage in Good areas not so 
close to the cities in the exchange. Such wells or 
well sites should then be earmarked for use by 
domestic gas companies Serving Alberta industry and 
Alberta home owners, 

We know there are Many OLLLECuULtveS ine 
volved in this proposition. We know that there are 
Several ways in which people attain lease rights 
to gasfields. We know one of the ways is that 
when you explore and develop oilfields that you have 
gas rights for them, but they are predominantly 
SLIT IEeLOe., That is when the Crown reserve system 
seems to work the best. However, we do know when 
that is not the case and only gasfields are found 
and developed, then it is a matter of licenses 
which may take the whole area, We think it should 
be very carefully looked into, We do not think 
the private developer ought to be asked to await 
his proper return on what he has Spent money on to 
develop, but if there is any trusteeship involved 
in this whole matter of earmarking or dedicating 
certain gasfields for large areas of population, 
then I think that trusteeship should be in the hands 
of our Provincial Government. Again, I repeat, 
we are,not sure of the workability of this scheme. 


It is an idea which we had and which we think experts 
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and technicians ought to very carefully investi- 
gate and see if it is workable. We are Sure, 
however, that we do not want anything that would 
cause an increase in the price of gas to our 
consumers, That we are sure of, sir, 

The Federal Government could make it 
a condition of export that any Province wishing to 
grant export gas permits should withhold from sale 
such a part of its Crown reserves in probable or 
proven fields as would ensure not only a supply but 
e supply at a fair price to those who by Reason of 
residence in the field area had a right to expect 
some protection from the normal effects of demand 
upon commodity price. Perhaps this would involve a 
Federal Regulatory Board with terms of reference 
comparable to those of Public Utility Boards such 
as exists in the Province of Alberta. 

We are thinking, as lllustrations of the 
kind of board that may we of some use in this matter, 
of the Board of Transport Commissioners or the 
Federal Power Commission in the United States. 

That 1S something that might be looked into. 

The other obvious benefit to the Canadian 
economy of such a plan as we have suggested would 
be that companies wishing to use comparatively cheap 
gas for processing purposes available from local gas 
utility companies would be encouraged to locate in 


the Province where the gas was being extracted 
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instead of at distant centers often in foreLen 
lands. 

In 1957 there was about 62,000,000 MCF 
of gas flared in Alberta. Thus well owners flared 
135% of all the gas that was sold by the North- 
western Utilities system in Northern Alberta, 

We would like to make a few corrections 
here; I am not sure the amended copies contain 
them, 

We appreciate that much of this flaring 
is standard field practice and.not all gas can be 
economically gathered yet we worry with cause about 
the waste of gas that may accompany large-scale 
oil and gas extraction when the tempo of such ex- 
traction is stepped-up to the vast figures that 
export companies are seeking for the Canadian and 
American market. 

Now, we know that the Conservation Board 
is actively taking steps to reduce the amount of 
Waste, and we know that this particular flaring is 
dependent on the’extraction of crude ofly buty-1t 
seems To us," thav one of the ways*in whiehnsthesc can 
be reduced to a minimum would be through an adequate 
system of storing and through the speed-up, if you 
like, or the acceleration of the building of a 
erid system to bring this solution gas elsewhere 
and have it stored for use. Northwest Utilities 


have made such an application in the building of a 
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pipeline to Edmonton, which I think is going to 
help, bue chat is some thing that we are bringing 
in and showing you that we have noticed, and we 
feel it should not go unnoticed because Lo Ls 
quite a huge amount of gas that is being flared 
at the present time -- knowing full well it is 
going to be reduced in, perhaps, a short time, 

We have dealt herein with the principles 
that we believe are valid and highly important 
and the details can be harmoniously and equitably 


Settled if the principles can be agreed bo. 


We are not so sure they can be harmoniously 
settled, but it seems to me ways and means might be 
founds 

THE CHAIRMAN: I think you missed a 
paragraph, 

MAYOR HAWRELAK: Lem sOrey. (Diecast. Se 
the intention that that paragraph be deleted, and 
we advised your Commission several days ago we 
would like that paragraph completely taken out. 

THE CHAIRMAN: I am sorry, it had not 
been physically deleted in my copy. 

MAYOR HAWRELAK: ig We believe that 
the development of natural gas resources must be 
carefully planned and closely supervised by the 
Provincial Government and that the distribution of 


the revenue that will follow such export must be 
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distributed in DVOROCR LON “Coline corresponding 
problems that the development has brought to urban 
municipalities in Alberta. 

as Merely because far away consumers 
of natural gas are willing to pay higher prices 
and will use larger quantities than Albertans is 
no justification for a substantial inerease in the 
price of gas to Albertans. If the only wells from 
which natural gas for Alberta use can be bought 
for the cities and towns of Alberta are the very 
wells that can sell instead for export then the 
price paid locally for gas is bound to increase 
Sharply and steadily and the contracts entered into 
with field owners of gas by such companies as Alberta 
and Southern show this to be the case, 

We are informed that the cost at the well-~ 
head, for instance, in the case of Northwest 
Utilities in the Viking-Kinsella field, which is 
the large field supplying dry and sweet gas to the 
Edmonton area, is something between 5 and ies We 
are also informed that an agreement was Signed 
between Northwest Utilities and Alberta and Southern 
for the purchase of gas in the Pembina field star- 
ting at 13 1/2¢, and with an escalation clause that 
would bring it up to 21¢ in a period of 25 years. 
That price includes, perhaps, some processing and 
cost of gathering, but we cannot help but feel that 


there is the handwriting on the wall that they are 
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paying more for that gas in the Pembina field 

than perhaps they might nave peen Torced "Co pay 

had not another company been in the field to try 

and compete for the purchase of that gas. We were 
Tore, rand tnar rs our information, that the reason 
Northwest had to pay so much is because that is 

the best price they could get in the deal with 
Alberta and Southern, and perhaps it can be assumed 
that the only reason they could sell to Northwestern 
was because that was the best price they could get, 
but, to arrive at that price Somebody else may have 
been there to make it competitive. We understand 
that was an export company, and competition arose 
from that. That is the very thing we are fearful of. 
We think we should safeguard price increase for 
Albertans, and we feel if there is SXDOmor an ult. jae 
is not controlled in some way, either through dedi- 
Cation Of ietds oryawne don't know =- some other 
means perhaps your Board can devise and recommend, 
then we are going to be faced with increased consumer 
price. 

SA Gas export to the United States is 
desirable as we are assured that an adequate reserve 
exists in Alberta for Alberta needs, but we think 
it is only proper that every Canadian market for 
Alberta gas that can be reached on a sound business 
basis should be considered before the whole export 


gas amount is contracted to foreign buyers. 
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When we say it should be on a sound and 
businesslike basis without Subsidies, we feel 
that there should be no consumer Subsidy nor should 
there be any government subsidy. We feel thar 
wherever gas is sent, to whatever centres it is 
sent and exported, including Canadian centres, then 
the price they pay at the other end should be the 
Kigje of prices that you, pay co make this proposition 
a workable and businesslike proposition. 

AY The same reasons that led to the 
creation of Public Utility Boards in Provinces 
indicate the wisdom of a Federal Public Utilities 
Board that would be concerned with natural gas. 

For instance, we read in the press that 
there was a submission made to your Commission 
here that the price of gas at Vancouver was some- 
what higher than the price for gas exported across 
to our American neighbours. Well. We Reeds oar 
that arrangement’ was, handled by a public. utility 
company, that could not take place, because what- 
ever the costs are of transmission, or the cost 
om bud lime the. line, that, would) be properly pro= 
rated .on the supply and capacity of gas; and if 
the pipeline costs are so much, you are going to 
arrive at a rate which will bring you back the 
cost and give you a fair return on your investment. 


That is the kind of thingmwe dave in wmind, 
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Pinally, Edmonton is at a disadvantage 
when competing for industry with cities located 
closer to the population concentrations of Canada. 
such industries as do locate here to make use of 
Alberta oil and gas deserve the same assurance that 
we seek for our private citizens who consume gas, 
namely, protection from a Steady escalation in 
natural gas costs brought about by the demand for 
the gas. In that connection we have Suggested that 
the Province is the logical trustee of a part nor 
this natural gas reserve and should be required 


to reserve a part from any export so that it is 


in place at an attractive price for those individuals 


and businesses who make Alberta their home. 


THE CHAIRMAN: Thank you very much. 


DOM sek ae BuO 


Q. Mr. Mayor, immediately prior to 
Leduc, what was the population of Edmonton? 

MAYOR HAWRELAK: I do not recall the 
exact figure, but I can say this: between 1948-57 
the population of Edmonton has doubled. In 1957, 
as or the first of April, 10 was 233,353, so sou 
can just take half of that and call it the popula- 
tion in 1948, 


Q. How much has the total assessment 
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of the city increased in that time? 

MAYOR HAWRELAK: tT am not able to give 
you accurate figures on that, but the assessment, 
seeOt POS pele $e 7 Som iidon.) Trwouwld just guess, 
now, and that is all it would be because I do not 
have the figures in front of me. It would be, 
perhaps, $130 million, 

Q. How much has the bank clearance gone 
UD Shi chat bine? 

MAYOR HAWRELAK: I think the bank clear- 
ance has gone up in the same ratio, 

Q. And the income of the population of 
the City of Edmonton, the gross income? 

MAYOR HAWRELAK: It is a hard figure to 
determine; I have not seen that figure determined 
anywhere as to what the gross income of any icity Ls. 
i Wit sey Oth Ss) al ei el siovour object, and, perhaps, 
I should not be speaking of what your object is; 
perhaps you might tell me yourself? 

Q. EP. will get around: tow t) 

MAYOR HAWRELAK: But we are not saying 
that this development and the discovery of oil and 
gas was not a great thing to the general economy 
of Edmonton, Alberta and Canada, We are speaking 
from the standpoint of the municipal treasury. 

Q. Ivappreciate that. Mr. Mayor, you 
have lived in Edmonton for a good many years. Prior 


to Leduc, what did it cost to heat your house with 
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gas a year? 

MAYOR HAWRELAK: The price of gas has 
not gone Up very much. "la did £0 up in 1952 at 
the last gas rate hearing. As I recall. tine 
average price per 1,000 cubic feet for domestic 
purposes is about 36¢. I could easily look at the 
tables here -- we have the Northwestern tables for 
that year -- but there has not been a great change 
at all in gas prices since the discovery of Leduc. 
I might be corrected in that; we have the figures 
here. 

Q. You own a house in Edmonton? 

MAYOR HAWRELAK: Yes. 

Q. You did, prior to Leduc and you do 
today, the same house? 

MAYOR HAWRELAK: Not the same house. 

Q. How big a house was it before Leduc? 

MAYOR HAWRELAK: PEiVe POMS. ME. Paulo, 

THE CHAIRMAN: This is a rough Commis- 
Sion, Mr. Mayor. 

MAYOR HAWRELAK: DP tike these: quesvions., 
they strike home. That is why we chose not to talk 
to you about technical things. 

MR. PAPRTILLO: Q, What I want to get at: 
about how much does the average householder have to 
pay to heat his house with gas in an ordinary year? 

MAYOR HAWRELAK: I have seen some figures 


which are around $70, $73, I ‘think. ‘That is the 
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figure I have seen. 

Q. I think that would be about right. 

You believe, and the Commissioners believe, 
in private initiative and private enterprise, 

MAYOR HAWRELAK: Very much so. 

Q. And you agree with me that you must 
have incentive.to have it? 

MAYOR HAWRELAK : Yes. 

Q. You do not want the producers of gas 
in the Province of Alberta to subsidize the City of 
Edmonton? 

MAYOR HAWRELAK : No, we say so. 

Q. You would agree, if part of their 
lands were set aside for use by the City of Edmonton 
to keep the gas prices down to $70 a house a year, 
there would not be very much incentive for these 
producers having these lands to search for gas? 

MAYOR HAWRELAK: What we say here is this: 
if gas is discovered in connection with the dis- 
covery of oil, under the present Crown reserve system, 
as we understand, when he applies for the lease 
half of that reserve is handed over to the Government 
and the other half retained by the developer. We say it 
is the half which the Crown retains from the lease 
that should be used for the purpose of dedication. 

We do not think that the private enterpriser ought 
to ibe held responsible for any of these things. We 


think if he is allowed to go in there and spend his 
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money he should be allowed a reasonable Prot Lt 
from his investment, 

Q. Let us follow out your idea: these 
lands are handed back to the Province. As yet, they 
have not been developed. It is not certain whether 
Bas fo Unere or not. " Who is going to develop it? 

MAYOR HAWRELAK: I think when the time 
comes and when we need some of the gas in the area, 
I am speaking of lands that we know have available 
reserves of gas, because, before the Government 
grants a lease, for instance,the people have spent 
X number of dollars on the PESerPVatLOn; ana av that 
point the developer seems to think there is gas and 
he says to the Government, "I am not prepared to 
accept the lease under the basis of the present 
System; I will checkerboard this thing and we take 
halt and you take hair.“ 

Q. And then they put it up for sale, 

MAYOR HAWRELAK: They do now, but we say, 
in yOuUr case, they e001 0d. ot, 

Q. Then you say the Government should 
subsidize the people? 

MAYOR HAWRELAK : We want it to be a trus- 
tee and get the money later instead of now. 

Q. Who is going to get the money later? 

MAYOR HAWRELAK: The same development com- 
pany, when it comes time to use it from the reserve. 


Q. How are they, SOlne ue pay Lor Lo? 
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lane bhey 2Oing. to. be required tosbid for it against 
other weople? 

MAYOR HAWRELAK: Werwi (Cross: “oie 
bridge when we come to it, and it may not have to 
Deyerossed tor 15 or 20 .years. I am speaking of 
the Edmonton area itself. 

Q. Let me ask you this: would you not 
agree if gas was found in the vicinity of the City 
of Edmonton and a price was paid for it at the 
wellhead or at the gathering point in the field, 
and then you were concerned with the costs of trans- 
mission, but the people in Edmonton would, naturally, 
get their gas much more cheaply than the people, 
Say, in Winnipeg, or the people east of Winnipeg 
who lived many, many miles away and must pay that 
eost of transmission; do you not think, in the nor- 
mal economy .of a country, that that is very akin 
to the freight rate problems you are talking about? 
You have the advantage of location and the fact 
that transmission cost is low; should you have any 
other advantage? 

MAYOR HAWRELAK: Yes, I think there is 
such a thing as we are claiming here. We have 
a vested interest in the gas if it is in our area 
when we contact industry and say, "Come and spend 
your millions of dollars in plant establishment be- 
cause we have cheap gas.’ We feel, because our economy 


is built on that phase of the economic circumstances 
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in which we find ourselves, that there is any rea- 
pon vO, ULstUrD that. For instance, when we find gold 
up at Yellowknife, which is up north in the hinter.- 
land, we do not hesitate to make the price of gold 
SO aS to make it profitable for those people to mine 
there. We do not move that anywhere else. The 
Same thing goes for copper in British Columbia; 
they are not moving the copper mines, they are pay- 
ing their way. But the Government sort of feels 
that they should employ people there and should ex- 
pand and develop the area, So they are willing to 
Pay So much per month to keep them there, 

Q. What I am suggesting to you, Mr. 
Mayor; Vs this: if “the City of Edmonton has the 
phenominal growth that it has in population, assess- 

& 

ment and wealth all arising out of the efforts of 
people who have come here Searching for oil and gas, 
thaw if they stil continue, because of their loca- 
tion, to be able to get gas more cheaply than any 
other place that wanted LU, 1 Should think the chin 
would be peeerepin Satisfied? 

MAYOR HAWRELAK: You know how human nature 
LS wloe PeGe lo. If that increase is caused by 
a Paecver that we thinic’ 14 unfair, and we are quoting 
you some examples, if that increase is caused by 
tChe-additfonal cost of development, capital cost, 
for instance, that might accrue as a result of pay- 


ing more, obviously these are good and proper 
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legitimate costs, but when they accrue just be- 
cause somebody two or three thousand miles away 
feels he can still import the gas into his com- 
munity, because it is a competing fuel, and he can 
make a profit and he competes for the Supply within 
Alberta and that is the only reason, we think that 
LoonOtsa tally reason, 

Q. In accepting your argument, would you 
not be restricting the incentive to the producer? 
Would you not be restricting the income to the Pro- 
vince which, as I understand it, everybody benefited 
in last year to the tune of, at least, $20? 

MAYOR HAWRELAK : Welly Mies” Fagus wice 
respect to the $20 --~ 

Q. Would you not, Mr. Mayor, in follow- 
ing your philosophy? 

MAYOR HAWRELAK : Except ithista Til see 
my citizens in Edmonton having to pay $7 million in 
1957 and if, because of the competition which is 
created by an importer in the United States, say, 
San Francisco, for the gas produced here in Alberta 
near Edmonton -- if, because of that fact alone, 
my people are asked to pay an additional $7 million 
and our Province gets, as a result of that, $2 1/2 
million in direct revenue, somehow I do not think 
it is a good business deal. 

Q. Taat cise a vdifferéent chine... vt weeks 


not a good business deal, I accept your premise. 
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Assuming it is a good business deal, assuming you 
go by the fact knowing the incentive for the pro- 
ducer increases enormously the amount of explora- 
tion work that will be done in this Province and 
increases enormously the known wealth of the Pro- 
vince, is that in the interests of the citizens of 
Edmonton? 

MAYOR HAWRELAK: Yes, definitely; GLrecuLy 
and indirectly, and that is why we have tried, in 
all sincerity, in the presentation of our view to 
Say we do not want to interfere with any incentive 
to the private developer or the private enterpriser, 

We do feel, in this particular instance, there is 
a matter of trusteeship that could be exercised and 
that should be in the hands of our own Provincial 
Government. We also feel it means no loss to them 
in the long pull; the ultimate result to the Pro- 
vincial Treasury will be, perhaps, the same, but 
the immediate result to local consumers will be 
great. 

Let me repeat, again, that any expendi- 
tures made in developing Alberta in the exploring 
of Our oll and gasfields dare good expenditures, 
They, bolsver our economics and fortify our economy, 
We do concur in, and endorse, the Premier's 
statement as to that particular matter. 

THE CHAIRMAN: Would you admit that the 


development, the incentive -- a further incentive 
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to develop the oil and gas resources in this Pro- 
vince would mean an increase of material wealth 
to the citizens of the Province and, very simply, 
an increase: OF population! in the City of Edmonton, 
and that would not be a hardship, would a 6? 

MAYOR HAWRELAK : To the City of Edmonton 
it would be a hardship, but that is a different 
matter entirely. It would certainly be a hardship 
but it is a good kind of hardship. 

THE CHAIRMAN: Like sweet gas is a good 
kind of gas? 

MAYOR HAWRELAK: A growing problem, al- 
though it can be a very serious one, is still a good 
kind of problem to have. 

MR. COMMISSIONER HARDY: Mr. Chairman, we 

are not particularly interested in the rate struc- 
ture of the City of Edmonton, but some days ago we 
had a discussion here concerning controls, and one 
of the controls in the Province, at the present 
time, is through the Board of Public Utility Com- 
missioners, and we have not had presented to us the 
details of how they operate in “Controlling rated: 
I was, therefore, wondering if Mayor Hawrelak would 
give us a brief statement as to just how the rates 
are negotiated between the Gas Company and the 
Board of Public Utility Commissioners? 

THE CHAIRMAN: Before answering that 


question, I think it would be a good thing if we 


had a ten minute break. 
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---A short recess, 


THE CHAIRMAN: EY think,” probably “vou 
remember the last question, Mr. Mayor, 

MAYOR HAWRELAK: Yes, sir, in connection 
with the rate settings. 

THE CHAIRMAN: Yes, I think Dr. Hardy asked 
you about the setting of the rates, 

MAYOR HAWRELAK: Sir and Dr. Hardy, to the 
best of my information on how the rate is set, it 
appears there are several factors used and one, of 
course, ls'"the rave base which,’ asl understand 16, 
has something to do with the amount of money used 
in a business plus recovery of costs of operation, 
which would include depreciation costs, and having 
the rate base agreed upon, then, knowing the quantity 
of gas sold and that to be sold at a rate which would 
give a’ Tair rate of return. 

Now, in the case of Northwest Utilities 
in Edmonton, that rate of return is 74 per cent. 

I might say that in 1952, when the hearing 
was held in Edmonton, we held out that the 74 per 
cent, or the application, as I recall 20; at that 
time, was something in excess of that, we thought 
it was too high and we made representations according- 
dg gh But the rate is 74 per cent and, in setting 
the sale price of the gas, Northwestern Utilities, 
the gas company, our utilities there, distributes this 
price in three categories of consumers, industrial 


consumer, domestic consumer and the commercial 
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consumer. In each of these, especially in the 
Industrial and ‘the commercial consumers, as I under- 
stand it, they use the load factor ag being a very 
important factor in determining the rate, which 

is a relationship, as I understand it, between 

the average daily consumption of gas during the 
year and the maximum required for any day during 
the year, and that load factor is what they are 
using to make sure that that is all required. 2t 
any given time, a peak demand for gas; what they 
must pay for that peak demand. 

Now, those are some of the factors that, 
to the best of my knowledge --- 

MR, COMMISSIONER HARDY: Mr, Mayor, how 
long do your contracts run before there is a review 
of rates? 

MAYOR HAWRELAK: lt is subject to appli- 
cation by either party. 

MR, COMMISSIONER HARDY: AS an example, 
take the proposed pipe line to Pembina and the 
increased rates that may be paid to the producer 
at Pembina. 

You have no bargaining position with the 
gas company or the public utilities commissioners 
on whether those are fair rates or not? 

MAYOR HAWRELAK: No, Dr, Hardy, we have 
nov. Il believe that if, in the cost of operation, 


an item appeared to be flagrantly out of reason, 
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then somebody could raise the question before the 
Board and say, "Here is an item that they include 
in the cost of operation which is unreasonable. " 

But I have no doubt if the gas company 
were able to show that the cost of the gas is x cents 
then that is a figure which has to be used in the 
calculation of the costs of operation. 

MR. COMMISSIONER HARDY: Thank you. 

MR. COMMISSIONER LEVESQUE: Mr, Mayor, 
in your brief, page 4, that debt of $127 million, 
is that a net funded debt or gross? 

MAYOR HAWRELAK: That is"eroees, ineluding 
the schools. 

MR, COMMISSIONER LEVESQUE: That is the 
amount of the sinking fund? 

MAYOR HAWRELAK: Our general debt amounts 
to about $55 million, which is chargeable to the 
taxpayer on a mill rate structure. 

MR, COMMISSIONER LEVESQUE: With no 
Sinking fund? 

MAYOR HAWRELAK: Yes, we have a sinking 
Pind "ror-ali-of 1%, but “that will be the met sneee 
so much is provided for different things. 

MR. COMMISSIONER LEVESQUE: What is the 
school debt? 

MAYOR HAWRELAK: whe “school -debu wiil 
be about $27 million. You see, we have -- our debt 


is divided into three ‘classifications: one, ‘utillity 
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debt; two, local improvements, that is chargeable 

to the taxpayer directly, and three, general debt. 
The general debt is about $55 million, as I mentioned 
a minute ago; the local improvement debt is about 

$17 million and the $32 million or $33 million is 

the utility portion, which is charged at the 
municipal level, The rest of it there te" tie 
school board portion, 

MR, COMMISSIONER LEVESQUE: So your net 
debt would be about $80 million? 

MAYOR HAWRELAK: Welty hoe It all depends 
on what you are counting, The school plus the general 
debt municipality, yes. 

MR, COMMISSIONER LEVESQUE: So you have 
to take off the sinking fund? 

MAYOR HAWRELAK: io Vsebaken ori: 

MR, COMMISSIONER LEVESQUE: AG: $127 meliton, 
taken off? 

MAYOR HAWRELAK: yes. When I give you 
the figure of something over $30 million of a 
utility debt, we are fortunate, in Edmonton, that 
we own five of our operating utilities and we have 
owned them right from the start, really, of the 
operations in Edmonton, and those utilities are 
well able to pay for the cost of their expansion 
and, at the same time, to alleviate taxation to the 
proper taxpayer. 
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don't know that you want this figure, but our 
utilities made a substantial surplus, substantial 
surpluses, and out of this, some $2,200,000 were 
used In direct Peduculon or the tax rate of 4 
property taxpayer. 

MR, PATTILLO: More than 74, sir? 

MAYOR HAWRELAK: I didn't really figure 
AC OUL yal. TabuLLLo. 

THE CHAIRMAN: Well. Me, Mayor, © can 
assure you that the Commission sympathizes with 
your position as one of the most prosperous cities 
in the Dominion of Canada. We all want to thank 
you and your colleagues for going to the trouble 
which you did “in preparing this’ brief “and iv ‘cer- 
tainly contains some very interesting thinking 
and ideas which you have, frankly, put forward as 
one which has not been thought completely through 
but as suggestions, and we appreciate having it 
very much. 

We are sorry we could not sit in Edmonton 
at this time and hope that it has not inconvenienced 
you and your colleagues too greatly in coming to 
this other city in Alberta whiten Ps aico "so pros— 
perous and healthy and where the citizens have been 
most kind to us. 

Now, I don't think that we should attempt 
any further brief this afternoon, Mr. Parkinson, 


MR. PARKINSON: There was some thought, 
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Mr. Chairman, that Alberta Trunk Lines might read 
their orief, even though they would not be cross- 
examined upon it. They will have some diffi- 
culties, too, in appearing tomorrow, since they 
are expected at a hearing before the Alberta Oil 
and Gas Conservation Board, You might want to 
inquire of their counsel how they propose to get 
OL Ole onerm Gitit culty, 

MAYOR HAWRELAK: Sir, before we retire, 
I do want to thank you for the privilege and 
opportunity we have had in presenting our ideas 
here. We realize and appreciate the importance 
of your Commission and the arduous tasks with 
which you are faced in bringing about a solution 
to some of the problems that you are going to deal 
with, but we have faith and confidence in our 
fellow Canadians in meeting these problems and you 
can be assured that we have also faith and confi- 
dence in your Commission to bring about the proper 
recommendations to do the right thing by Albertans 
and by Canadians, firstly, and for Canada secondly, 
in whatever way you see fit to do. 

THE CHAIRMAN: I can assure you, Mr. 
Mayor, we will do our best. I cannot say what 
that will amount to, but at least it wit bexour 
best. 


Thank you very much indeed for coming. 
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Mi PAT TOs Mr..Chairman, the Alberta 
Gas Trunk Line Company counsel have advised me that 
they will be able to attend tomorrow and it is 


simply a matter for you and the other Commissioners 
to determine whether we should have them read their 
submission now and proceed with examination in the 
morning or whether we should postpone the whole 
thing until the morning, 

THE CHAIRMAN: “ell, the members of the 
Commission were hoping to have a meeting among them- 
selves and not many opportunities occur in which to 
do that and we had proposed to do it as soon as 
we could foregather after this session this after- 
noon. If we go on, I do not suppose we will get 
The speller read ai py Lour-tairty and. think most 
of us are a little weary, in any event, Mr. Pattillo. 

MR. PARDPIELOs Rhighivs Mey Chaiuman, 

THE CHAIRMAN: I think it would be pre- 
ferable if the brief were dealt with tomorrow morning, 

MR, PART TGEOs Thank you, Mr, Chairman, 

THE CHAIRMAN: Il am very sorry that: 2 
will not be here, and I want the press and others 
to realize that the reason is that I must go east 
because of the death of a very close friend and 
colleague, Dr. Thomas Hogg, yesterday, very suddenly, 
and I just wanted to say publicly that that is the 


reason I must go. “e were going to terminate our 
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Nearing, Ins any event, (Onumriday, so it 18 impossible: 
really, for me to get ber 

I know, however, the Commission will be 
officially thanking Calgarians and Albertans general- 
ly for their hospitality and cooperation during this, 
our first visit, and we hope to come back, I want 
to personally thank you for all your courtesy. 

Uniess you have something, Mr. Pattillo, 
we will adjourn. 

MR. CPAVELELO's No, that is all, Mr.Chairman. 

THE CHAIRMAN: we will adjourn the hearing 


of the Commission until 9.45 tomorrow morning, 


---Whereupon the hearing adjourned at 3.58 p.m. 
until 9.45 a.m., Wednesday, February 26, 1958. 


f alee ond i Eh en ‘oa 


a", } Seater ee 


(tio 30 ill lal entail 


on ad 


shai 


v3 Suey 3 ie pigad nine oun: SyoH ‘ow 


rt 


A taaie Pan bait i sis betteme, divert” “wor, bert) 


SPAS 9AM 


a s oe ie Fe aplenaly : i J 
4 ' aya $ A vec rh ue ea 
BOR co ane | 


é p 1a 
| 3 
bi Pats me 
4 "hs i 

er nal - 

NS cea 


ae 


es eh 
iS 


; 


ie . 0 Sainvot be gintcaan aed ae ifye’. 
ky TY .. yebesnbaw celta eH, 0 ‘Thi | 


WA hae De ay 


titted sn) here Se 
Per te, Fi <y a ae ot Wg Mae aw ht, A a 
a wea np Aho sane he Pe oT as Wa At ny Rat tsy A iT ha A 


ROYAL COMMISSION 


OWN 


ENERGY 


HEARINGS 
HELD AT 
CALGARY, 
ALTA. 
| VOLUME No.: DATE: 
18 FEB 261958 


OFFICIAL REPORTERS 


ANGUS, STONEHOUSE & CO. LTD. 
371 BAY STREET 
TORONTO 
EM. 4-5773 EM. 4-5865 


ANGUS, STONEHOUSE & CO. LTD, 
TORONTO, ONTARIO 


ROYAL COMMISSION 
ON 


ENERGY 


Hearings held at Calgary, 
commencing Monday, February 
35 LOGY ek LO.Oe Ae 


PRESENT: 

Pence eorden, CO. iG) OcGM = Chairman 

Mr. J.L. Levesque, - Member 

Me. G.E. Britnell, - Member 

Mee GrGs. Cushing: - Member 

Dr. R.D. Howland, - Member 

Mew... Ladner,  @,C, - Member 

ey on. Hardy , - Member 
COMMISSION COUNSEL: 

Pee Pats 1 O,) OO. 

Mirweiides Hy Patterson, 

Mr. JF. Parkinson -- Secretary to the 

Commission, 
Major N. Lafrance -- Assistant Secretary 


to the Commission, 


ANGUS, STONEHOUSE & CO. LTD. ial 
TORONTO, ONTARIO 


APPEARANCES: 


Representing Alberta and Southern Gas Co. Ltd.: 


Mr. RR. A. MacKimmie ~ Counsel 
Mes Aiton TF. Tyler ~ Supervising Engineer, 
Canadian Bechtel 
Corporation 
EARLE IS Page 
C-26-1 Supplementary Submission 


by Alberta and Southern 
Gas Company e105 


Nie. 


Ds 


ey * -s ar fs see 
a) wn 
oe sa 3 a ¥] 
jay ea ov 
ee 
ih ait 
dries 
iy hon ee. 
Th 


N 
: om 
meee 
aad 


ANGUS, STONEHOUSE & CO. LTD. Teed: 
TORONTO, ONTARIO 


APPEARANCES; 


Representing The Alverta Gas Trunk Line Co, Ltd.: 


Mr. W, A.” Howard - Counsel 
Me ft. co, WMahariy, O70. = General Manager 
EXHIBITS Page 
C=26—2 Submission of The Alberta 
Gas Trunk Line 2519 


C-26-2-A Letter dated July 31, 1957 
from Alberta Gas Trunk Line 
to Westcoast Transmission esky 


C-26-2-B Letter dated July 31, 1957 
from Alberta Gas Trunk Line 
to Mr. Charles R. Hethering- 
ton, Westcoast Transmission ashy 


C-26-2-C Letter dated November 29, 
1957 from Alberta Gas Trunk 
Line to Alberta and Southern 
Gas. Commntcd esky 


nc eat ee bem Bane 
Bez et: . i: nia 
= a yg (4 eK Mice vette aoe idteaar x le amt 5 


7 Me waht ’ nas Sane * 
Av) age abiranraae is q 
‘ ‘ 

f a. f 

ies ‘ 7 

j 
) * 
q me ar ten meme me ; ee | 
e cet s ji 


4.6) 


5 gue 


p j ' : : D PED a fyi ee 
: hd ee. ke, to} Bil seat ee 2 es | 
oe oreket -sumrey eat ayy 
js ‘i 
dew ~ er a. et 
; Ly Eye Torta Am So OS oe) 
‘ : ys i 
; | a BA) Wee EP eS 
T, q 4 
; a i cry] A POO Fe BF Co Pre! 
Le Dee, 
een { 
oe 
t pie Bh i % Se ROT a Ca” 
r hj / La Rr ¢ oes ne ye OS = i 
' 
: ’ / Y's é or i 
i d pee 
} oe 
. s - é ih P.. nop ‘ Yr 
of Setab retiet JOR =9 
. - 
y * , « Pi 
a bg "4 
i 
fm 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 


APPEARANCES: 


IV 


Representing The British American Oil Co, Ltd.: 


Mr. W, RK, Sinclair Counsel 
Mr. Edward D, Loughney Senior Vice-President 
Mr. Floyd D. Aaring Zone Production Manager 
ite canes. A. Strand Petroleum Engineering 
Supervisor 
Mr. Sydney J. Anderson Production Engineering 
Advisor 
Mew sha chard.6. Martin Reservoir Engineer 
Mr, Stanley G. Pearson Manager, Exploration 
Department 
Mr, John S, Wonfor Chief Sub-surface 
Geologist 
Mr. Nicholas M. Ediger Senior Staff Geologist 
Meoronn kK. Yarnet? Manager, Services 
Department 
Mr, E, Eric Hargreaves Supervisor, Budget and 
Statistics 
EXHIBITS Page 
C-26-3 Brief filed on behalf of 
The British American Oil 
Company Limited 2578 


Diana 4 eoinet ot 


ty 


aa 


aay 2 ag oe I te ek o uy ae: Ly L. BYE fi he BAD Le pea “ht: we 


—— . 


a As be Ob BS Pe 49 oe 4) 


’ , rae pes or oe rs Liu, Por a 


ay —- “ae a - ae 
<a cen eA ig ee AS er 
: 
£ 
= 
cs 
+ 
ri 
‘ 
ant 
ey 
- 
rm 
. 
<a 
wall 
ot 
— 
5 
=f 
= 
7 


ie eee a 


Z . ered te 
i : ue. SAS Ate A SR. 


Japa, Atri ee Ganinneimnenianitis 


we LP! Reba Rea _ 
eA “arth * ih dee AN 


i a ge ek saga ie 


vd 


2502 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Wednesday, 
February 26, 1958 


~--On resuming at 9.45 a.m, 


---Mr, Commissioner Levesque in the chair. 


---The Chairman and Mr, Commissioner Cushing 
not present, 


THE ACTING CHAIRMAN: For the benefit 
of those who were not here at the adjournment last 
night, I want to point out that Mr. Borden had to 


go back to Toronto due to the sudden death of 


Drs ahoge. Dr. Hogg was the ex-chairman of the 
Ontario Hydro Electric Power Commission, a personal 
friend of Mr. Borden, and one of his colleagues. 
What has upset Mr. Borden mostly is that Dr. Hogg 
died while placing a telephone call to speak to 
Mr. Borden in Calgary. You will understand, 
therefore, why he had to leave last night. 

Before we start, Mr, Pattillo, on Alberta 
Trunk, I think Alberta and Southern have something 
to file, 

MR. PATTILLO: Yes, Mr, Chairman. The 
Alberta and Southern Gas Company have a supplement 
to their submission which we want to put in, and it 
is only a matter of two pages of material which I 


think should be read into the record, Mr, Chairman, 
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and Mr, MacKimmie is here, the counsel for the com— 
pany, and he has with him the gentleman who will 
be reading it into the record, 


My suggestion is that the document be 


marked C-26-~l, 


---EXHIBIT NO, Cc-26-; Supplementary submission 
by Alberta and Southern 
Gas Company. 

MR. MacKIMMIE: May it please the Com- 
mission: Mr. Chairman, this Supplementary study 
will be presented by Mr, Alton T. Tyler, a super- 
vising engineer with Canadian Bechtel Corporation, 
Mr. Tyler is a civil engineer and has worked with 
Texas Eastern Pipeline Corporation, El Paso, 
Michigan and Wisconsin Pipeline Company, and he 
worked on the preparation of this table and text, 
and with other engineers, With the Commission's 
permission I would ask Mr. Pattillo if he would 
like to have Mr. Tyler read the discussion. 

MR. PATTILLO: Please do so. 

MR, TYLER: Forecast of changes, year 
by year, in Canadian reserves of disposable pipeline 


gas, reflecting 


ia) Current forecasts of Canadian requirements 
(2) Current trends in establishment of new 
reserves 


(3) Effect of existing export permits and 


certain proposed new export permits, 
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Discussion: Alberta and Southern Gas 
Co. Ltd. submits the attached Table to show the 
combined effect, year by year, of continuing dis- 
coveries of new natural gas reserves, Canadian usage, 
and a limited amount of export, on the remaining 
Canadian gas reserves, 

It is assumed in this table that the estab- 
lishment of new reserves will continue at about the 
same rate during the next ten years as has been 
experienced in the past ten years. Thereafter, 

a gradual decline in rate of establishment of new 
reserves is assumed. 

This appears to be a conservative estimate, 
in view of the probability of acceleration in the 
establishment of new reserves through development 
drilling as soon as an assured immediate market 
for gas is provided through the approval of addi- 
tional gas exports. 

The reserve figures in the table also 
appear to be conservative when compared with the 
forecasts of total potential reserves submitted 
to the Royal Commission on Energy by the Alberta 
Oil and Gas Conservation Board and the Canadian 
Petroleum Association. 

In view of the geology of Western Canada 
and the small fraction of the total potential re- 
serves in that region which has been established 


thus far, it is much more realistic to base forecasts 
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of volumes of gas to be available for use in future 
years on a continuation of discovery trends as was 
done in this table, than it is to assume that sud- 
denly there will be no new discoveries, 

In the United States, where the natural 
gas industry is over thirty years old, proved re- 
coverable reserves of natural gas attained a new 
peak of 237.8 trillion cubic feet at the end of 
1956. The increase of 14,1 trillion during the 
year represents the largest annual gain since the 
American Gas Association Committee on Natural Gas 
Reserves initiated the preparation of consistent 
annual estimates in 1946, and was achieved in spite 
of record net production of 10.9 trillion cubic 
feet. During the year, 2.3 cubic feet of gas 
were added to reserves for every foot withdrawn, a 
higher relationship than the 1.99 which the industry 
had attained in the post-war decade, 1946-1955. 

There is no reason to believe that the 
Canadian industry, with proper stimulus, cannot ex- 
perience the same type of growth. 

Trans-Canada Pipe Lines Limited's fore- 
@st of gas requirements for Eastern Canada was 
used, The requirements for Alberta were taken 
from the January 1957 report of the Alberta Oil 
and Gas Conservation Board. Long range forecasts 
for British Columbia and Saskatchewan are not 


available. The requirements for these two 
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provinces used in the table are allowances consistent 
with the Trans-Canada and Alberta Oil and Gas Con- 
servation Board long range forecasts. 

Attachment Nos. 1 and 2 give the method 
and references for calculating the recoverable reserves 
for Western Canada as of January 1, 1958. Attach- 
ment No, 3 lists the source of the export data used 
in the table. 

Our purpose in submitting this table is 
more to present a method of determining the adequacy 
of Canada's gas supply than it is to present con- 
clusions based on specific figures. However, we 
believe that some very significant conclusions can 
be drawn from the table. 

Conclusions: The table indicates that 
during the thirty-year period covered by the table 
and under the assumed conditions: 

(1) The very large forecasted Canadian usage 
can be supplied, 
(2) A substantial amount of exports over 
and above existing permits can be made, 
G3) The established reserves at the end of 

the period will be 50% higher than they 

are today. 

(4) The established reserves in the thirtieth 
year will be approximately forty-five times 
the forecasted Canadian usage of gas for 


domestic and commercial purposes in 
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that year, 

(5) The additional new export permits listed 
in the table can be approved and still 
have gas to supply Canada's requirements 
for thirty years, with a liberal margin 
of sarety to provide for unforeseen 


contingencies. 
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TABLE 1 


Forecast of changes, year by year, 


in Canadian Reserves of disposable pipeline gas. 


(Please see Exhibit C-26-4) 
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Attachment 2 


ADDITIONAL RESERVES IN PROVINCE OF ALBERTA 


Due to Revised Estimates and 
New Discoveries 


In Billions of Cubic Feet at 14.4 Psia Base 


1 2 
OL &@ Gas 
Conservation 
Board Ralph E,Davis 

Acheson 90.6 60.4 
Beaverhill Lake 03,0 139.4 
Calgary-Kathryn 383.0 500.0 
Carbon 203.0 206.9 
Crossfield 150.0 Wei a 
Foremost Cig UR eRe, 
Fort Saskatchewan 12OO 104,44 
Harmatton-Elkton 920.0 857.0 
Homeglen-Rimbey 77020 948.2 
Jumping Pound 518.0 522.9 
Minnehik-Buck Lake 1022-0 Lbs 
Nevis 550.0 649.1 
Okotoks 135.0 205.8 
Olds 60,0 BLO a), 
Paddle River 70 66.0 
Pembina 431.0 307.0 
Pine Coulee( Parkland) 10 47.7 
Pine Creek 20220 238.0 
Sarcee 50.0 480.8 
Turner Valley 340.0 290.0 
Viking-Kinsella 455.0 Boa! 
Waterton-Castle River 700.0 970.0 
Westerose 151.0 ahikeyal) 
Westerose South 1,000.0: 1,300.9 
Westlock 202.0 145.2 
Windfall Ae sO) 264.0 
Wizard Lake 90.0 eho P is 
S190, 6 Ge(19e3 

Total Additional Reserves Lye ace 


i Appendix I, Table I-1 - submission to Royal 
Commission on Energy 
2 Reports lV A, IV -BylV Geng dV D in Volume IV - 


application by Alberta and Southern Gas Co.Ltd. 
to Oil and Gas Conservation Board. 
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Attachment 3 


Source of Export Data 
used .in Table I 


Biilions of. Cupie Feet 
at 14.73 psia Base 


Westcoast Transmission - 
Huntingdon, B.C, 


125 bef. each year for 20 
years, starting 1958 2,500 


Westcoast submission to Borden 
Commission, page 28 


Canadian Montana Pipeline 


A maximum of 20 bef. per 

year, using all the gas from 

the Black Butte, Comrey, Many- 

berries, Pendant d'Oreille and 

Smith Coulee fields. Esti- 

mates for this study to be for 

a 15-year period 300 


Trans-Canada Pipe Lines 


Total 2,194 bef. for 29 years, 
starting in 1959 to 1988 eee eS) 


Exhibit 4 in Commonwealth 
Service Inc, report attached 

to Trans-Canada Pipe Lines Ltd. 
submission to Borden Commission 
dated February 19, 1958. Esti- 
mate for this study does not 
include 1988, 


Alberta and Southern Gas Co, Ltd. 


at 164,250 bef each year - total 
#5110 bef. for 25 years, starting 
1961 4106 


Application to Alberta Oil and 
Gas Conservation Board, 
October 22, 1957 
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MR, TYLER: In the reserves for 1958, 
23,600 billion cubic feet, at 14.73 psia, was taken 
from the Conservation Board information table R-1, 
plus an allowance for additional discoveries in 
certain fields as presented by the Ralph E, Davis 
submission in the Alberta and Southern case, which 
is shown in Attachment 2, plus reserves in British 
Columbia and Saskatchewan as presented in the 
Westcoast submission and the Canadian Petroleun 
Association submission. Taking that figure of 
23,600, we added the additional reserves for the 
year 1958, and for discoveries in Alberta we used 
the figure of 1800 which, in our opinion, is very 
conservative. The figure given by the Conservation 
Board in their submission on page Sits 2. 160ebi hone 
Therefore, we are using a very conservative figure. 
The figures in British Columbia, we feel, are very 
conservative in view of the testimony given here 
in the Canadian Petroleum Association submission 
by Dr. Hume on the potential of the areas. We 
have also provided for reserves beyond economic 
reach. For the Canadian requirements, for Alberta 
we used the figures of the Conservation Board. For 
British Columbia, we used the first four years 
through 1961 from the Westcoast submission, and 
then calculated their requirements through 1988 
based on percentages used by Trans-Canada, which 


we figured were high. In Eastern Canada we took 
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the figures in Exhibit 4 in the Trans-Canada sub- 
mission, | 

For export we used the Westcoast volumes 
for British Columbia; and the Canadian-Montana 
Pipeline, which is given in the Conservation 
Board's information. The Trans-Canada Pipe 
Lines requirements, we have shown here the export 
they have requested for Emerson, and then we have 
the Alberta and Southern Gas Company in their 
submissions to the Conservation Board, 

I took the reserves at the beginning of 
the year, and add the additional reserves discovered 
during the year, less the Canadian requirements and 
export requirements, and you come up at the end of 
the year with 25,511 billion cubic feet, which is 
carried forward to the next year and carried through 
the year 1987 up to the beginning of 1988, and 
at the end of 1987 we end up with a reserve figure 
of 33;025 billion cuble feet, which is- appromimerer:y 
50 per cent greater than we started off with. We 
also, in our new discoveries, in the trend, we 
carried forward approximately 10 years the same 
discovery rate, and after that we reduce it until 
in 1987 we have new discoveries of 600 billion. 

MR. PATTILLOS On table No. 1, what 
would be the total amount of gas that you say will 
be discovered in this period of 1958 to 1988? 
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in the period from 1958 through 1988? 

MR, PATTILLO: Yes. 

MR AALY EER * It is given in the total 
column, 55,040 billion, which, when added to the 
figure we started with, gives a total of 78,600 
billion which is less than the figure estimated 
by the Conservation Board for that period. 

MR, PATTILLO: hates (Gumbel on? 

MR. TYLER: 78.6 triliton, or 76,600 
billion, which is within the range estimated by 
the Conversation Board: they predicted 60 to 80 
tCriliion, 

MR, PATTILLO: That is all that I have 


to ask, Mr. Chairman, 
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MR. GOMMISSIONER HOWLAND: Mr. Chairman, 
I would like to ask Mr. tyler a question, 

Mr. Tyler, aye have the figure on the 
United States for 1957? 

MR. TYLER: No»; Sip, I do not.ues this 
time. I have a 1957 edition of American Gas Facts. 
This is a publication by the American Gas Associa- 
tion for 1956. I do not have the 1958 edition. 

MR, COMMISSIONER HOWLAND: Could you give 
me the 1955 figure? 

MR. TYLER: No, the only edition I have 
is the 1956 edition. 

MR. COMMISSIONER HOWLAND: I only ask be- 
cause I looked at that sometime ago and found that 
the 1956 figure was an unusually high figure, I 
believe, I am not sure but I just have that impres- 
Sion, that 1956 was one particular year when they 
had a very large discovery. I do not want ¢o put 
this in evidence because I do not know; I just have 
that impression, Would you just check that for me? 

MR. TYLER: Yee. 

MR. @OMMISSIONER HARDY: Why did you take 
an assumption of 10 years in your second paragraph? 

MR. TYLER: We Teel that fieure, oro 
years, 16 a very conservative figure, espectadiiy 
if export permits are granted which will provide a 
Stimulant for exploration and new discoveries. With 


this table we try to take a very conservative 
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attitude on the reserve figure and on the high 
side on the market requirements. 

MR, COMMISSIONER HARDY: I gather you 
were even more conservative than the Conservation 
Board figure given to us by the Conservation Board. 
We just do not know how conservative everybody has 
been. Why have you been more conservative than 
the Conservation Board? 

ME. UY LER We do not necessarily adopt 
those figures, but in preparing this table we want 
to be very conservative. 

MR. COMMISSIONER HARDY: Then one other 
question in which I am very interested: you have 
taken into account the whole of the western geo- 
logical structure in your estimate. PLP S Uaiite 
would just like to have your comment. UV Bees ge ny 
your judgment, a most valid approach to the con- 
Sideration of export rather than taking in a section- 
al area of the geological structure; that is, taking 
Alberta? 

MR. TYLER: Yes, sir, we certainly feel 
this 1s the safest approach. 

MR. COMMISSIONER HOWLAND: With your 
Saskatchewan estimate, for example, you have in 
your additional reserve figures something for 
Saskatchewan. You visualize that Saskatchewan 
reserves will come into this picture in some way? 


MR. TYLER’ Yes, sir, we do. 
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MR. FRAWLEY: Mr, Chairman, I would like 
to ask Mr. Tyler a question. 

My. Tyler; do you reeall ‘the figure of 
300 trillion which appeared in the Canadian Petro-~ 
leum Association brief? 

MR. TYLER: Yesyt Sir. 

MR, FRAWLEY: Prepared by Dr. Hume. 

MR. TYLER: We Si Mek 

MR. FRAWLEY: And he was going to break 
that down as well as he could into Alberta, Saskat- 
chewan and Manitoba. Have you done anything of that 
sort or could you point me to that breakdown of that 
300 trillion or something comparable? 

MR. TYLER: No’, “Sir; we de nétvsco =inte 
that. | 

MR, FRAWLEY: You do not’ do that at ail? 

Mi? TYLER: We use the conservative 
figures and we did not look into the figure. 

MR. FRAWLEY: You did not use anything as 
harce. as7500 (triliavon? 

MR TYLER: No; “sans 

MR. FRAWLEY: What figure did you use which 
would compare with 300 trillion? 

MR, TYLER: Our total reserves, 78.6 
tri Davon: 

MR. FRAWLEY: Would you direct me to that? 

MR. TYLER: Lt Ls contained in the total 


column, 55,040, That is, new discoveries plus the 
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figure we start with in 1958 of 23,600. You add 
those two and you come up with the total. 

MR. FRAWLEY: And have you added those? 

MR. TYLER: 0, 000''== 7836 tri tions 
That is the total figure you are speaking O71. 

MR. FRAWLEY: That is for the whole of 
the western sedimentary basin? 

Mivee CL ERe Of Canada. 

MR. FRAWLEY: So I will understand, does 
that compare -- perhaps I should not use the word 
compare ~- or is that your figure which is to be 
Set down against Dr. Hume's 300 trillion? 

Wee PATTELLOs I think we should have it 
clear, that is merely the witness! forecast as to 
what may be discovered in the next 30 years, You 
can go on making discoveries after that. There is 
nothing magic about the 30 years. 

MES TYLER: These are the figures we took 
from the Conservation Board. We do not necessarily 
adopt them as being correct figures. We think they 
are conservative. This fieure of 76.6 trinlrvon 
would compare with the Conservation Board figure 
OP TEOwro veOmerl 1iton. 

MR. MacKIMMIE: Mr, Chairman, I just want 
bo have this. clear on the record: it. it8 nov anvcen— 
ded in this submission that anything be done on 
estimates on reserves; it is merely to estimate what 


the market picture may be and how we feel about these 
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trends. As the witness has said, on the one side 
LG Ls 8 Veryeconservariverticurevand then. esti— 
mating the highest of ENA Neae oe and <t, do,not think 
Mr. Tyler is here to be asked any questions on the 
matter of reserves, 

WR. SPATE LO: Mr. Chairman, I have no 
further questions. 

PIG ¢ Thank you, Mr. Chairman, 

Mi DATEEELO. Mr. Chairman, I suggest 
we now take up the brief of Alberta Gas Trunk Line 
Company, and I would ask the gentlemen representing 


that company to come forward. 
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Submission of 


THE ALBERTA GAS TRUNK LINE COMPANY 
LIMITED 


APPEARANCES: 
Mr. W.A. Howard -~ Counsel 


Mr. James Caven Mahaffy, Q.C. = General Manager 


MR, PATTILLO: Mr. Chairman, Mr. Howard 
is appearing as counsel for Alberta Gas Trunk Line 
Company Limited and they have a written submission 


which, I suggest, be marked C-26-2. 


---EXHIBIT NO. C-26-2: Submission of The Alberta 
Gas Trunk Line Company 
Limited. 


MR... PATTILLO: I would like to ask Mr. 
Howard to introduce to the Commission the persons who 
are appearing with him on behalf of the company, and, 
at the same time, advising us as to who will be read- 
ing the submission. 

MR. HOWARD: Mr, Chairman, the submission 
of the Alberta Gas Trunk Line Company Limited will 
pe made by J.C. Mahaffy, @.C., General Manager of 
the company. Mr. Mahaffy will also be available to 
answer questions after the submission. 

THE ACTING CHAIRMAN: You may proceed, 


Mr. Mahaffy. 
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MR. MAHAFFY: This is the submission, 
Sirs eooue nNoyal Commission on Enerey’ by vhe 
Alberta Gas Trunk Line Limited. 

The Alberta Gas Trunk Line Company Limited 
(hereinafter referred to as "Trunk Line") wishes 
to explain briefly to this Commission the part now 
being played by Trunk Line in the gas industry of 
the Province of Alberta. At this date Trunk Line 
does not own any gas reserves and does not purchase 
or sell gas. It 1s engaged only in the business of 
transporting gas within the Province of Alberta and 
therefore the assistance which it can give this Com- 
Mission 1s very restricted, 

incorporation: Trunk’ Line was iIncorpora-— 
ted by a special Act of the Legislative Assembly of 
the Province of Alberta, which Act came into force 
when it received Royal assent on April 8, 1954. A 
copy of the Act, with amendment thereto, is attached 
as Schedule I. The legislation was sponsored by 
the Government of the Province of Alberta and was not 
introduced In’ the Assembiy as a Private: Bri. on 
the other hand for the reasons hereinafter appearing, 
Trunk Line is not a Crown Corporation. 

The corporation details are unusual and 
it will be helpful in coming to an understanding of 
the operations of the Company to briefly consider 
some of the sections of the incorporating Act; 


(a) Capitalization (as covered in Section 5) 
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The authorized capital stock of the Company consists 
of 8,000,000 Class "A" common shares of the par 
value of $5.00 with no ee rights attached to 

the shares and 2,002 Class "B" common shares of 

the par value of $5.00 with voting rights attached 
towne shares. 

(bo) Class "B" (Voting) Shares are referred to 
in sections 6 to 1/7 inclusive and Section 27, Snb- 
section 2 - The Class "B" shares are divided into 
four eroups as follows: 

rig 200 Class "B" common Group I which may be 

allotted only to Utility Companies as 
defined in Section 2(h) of the Act. 

os 50 Class "B" common group II which may be 

allotted only to Gas Export Companies as 
| defined in Section 2(d) of the Act. 
2. 1750 Class "B" common Group III which may 
be allotted only to Gas Producers or 


Processors as defined in Section 2(e) 


and .(£) of the Act. 

4, 2 Class "B" common Group IV which may be 
allotted only to Directors appointed by 
the Lieutenant Governor in Council to the 
Board of Directors of the Company. 

The allotment of Class "B" common shares 
must be made by the Board of Directors in accordance 
with the provisions of Section II of the Act and by 


virtue of Section 8 such shares are non-transferable 
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except under special circumstances provided for 

by peecron 275 subsection e. Under’ Section o> iF 

the holder of Class "B" common shares loses his 
qualification, his’ right to vote the shares 18 16st 
and unless a transfer of the shares is approved under 
section 27, subsection 2, the shares revert to the 
Company. 

(c) Directors (covered in Sections 17 to 25 
inclusive): The Board consists of five elected 
directors and two appointed directors. Section 18 
provides that no person shall be elected or appointed 
to the Board unless: (a) he is a Canadian citizen 
domiciled in Alberta and (b) he has been a resident 
of the Province for at least one year; and further 
provides that no member of the Government of Alberta 
and no member of the public service of Alberta shall 
be appointed to the Board. The Lieutenant Governor 
in-Council-appoints two directors to the Board; Class 
"B" common Group I shareholders elect one director, 
Class "B'" common Group II shareholders elect one 
director. Class "B" common group III shareholders 
elect three directors. The powers of the Board are 
Seovouly 1 oecULon ey. 

(d) Powers: The powers of the Company are 
set -torth in’ Section 13 of the Act and the “exercise 
of these powers is restricted to the Province of 
Alberta by Section 14. Section 15 states that the 


Company shall not enter into any contract, agreement 
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or arrangement with a gas export company whereby 
the gas export company gains or may gain any control 
over the affairs, functions, operations, management 
or business of the Company or its trunk lines or 
pipe lines and any contract that the Company enters 
LAtvoOr;inY contravention of the section 4s void) 

Issued Capital: The Company has 


allotted and issued 925 Class "B" common shares as 


follows: 
Group I - 100 shares (That sHtvenvr its 
Company classification) 
Group II - 6 shares (This is the exporters 


classification) 

Group III- 817 shares (Thatvis thé classifi- 
cation of the producers 
and processors) 

Group IV - 2 shares (These are for the 
Government appointees 
to the Board) 

All of these shares were issued at a price of $5.00 
net to the Company and no commission or discount 
Wassallowed on the shares. Schedule II ‘contains va 
list of the Class "B" common shareholders as at 
December 31, 1957. 

This shows the "B" shareholders broken 
down into the various groups and it gives the name, 
address and number of shares held by each share- 
holder as shown by our stock register. 

Coming back, now, to page 4 of the brief: 


When the abovementioned allotment of "B" 


shares was made, and pursuant to the power contained 
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in Section II, subsection 4 of the Act, the Board 
of Directors by By-Law required subscribers for 
Class "B" shares thet uke Group IV) to subscribe 
for and purchase 160 Class "A" common shares with 
each Class "B" common share at a price of $5.00 
each, being the par value of the Class "A" shares, 
As a result the Company allotted and issued 147,680 
Class "A" common shares at $5.00 each. Subsequently 
a public offering of 2,552,320 Class "A" common 
shares was made by prospectus dated February 19, 1957. 
The offering price was $5.25 per share, commission 
payable was 25¢ a share to net the treasury of the 
Company $5.00 per share. The offering of these 
shares was restricted to residents of the Province of 
Alberta and the issue was heavily oversubscribed. 

Interjecting there, Mr. Chairman, 12 2 
may: at the time the issue was made it was a require- 
ment that cash be paid with the application to the 
underwriters and, roughly, the amounts subscribed 
are $75 million, with the result that something over 
$60 million had to be refunded to subscribers. 

The Company realized the sum of $12,761,600 
from the sale of the shares. As at December 31, 
1957, there were 54,403 Class "A" shareholders. 

Other than as set forth above na shares of 
the capital stock of the Company have been sold 
and there are no agreements of any kind outstanding 


with respect to the sale of additional shares. 
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The issued capital of the Company as 
at this date consists of 925 Class "B" common shares 


and 2,700,000 Class "A" common shares. 
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Now, directors and officers. Directors: 
Alexander Graham Bailey, executive, Calgary, Alberta. 
George Ernest Church, Reese Balzac, Alberta, 
Which is a small town, Mr. Chairman, just a few 
miles north of Calgary. Robert John Dinning, 
executive, Calgary, Alberta. David Carlton Jones, 
executive, Calgary, Alberta. Nathan Eldon Tanner, 
executive, Calgary, Alberta. Vernon Taylor, 
executive, Calgary, Alberta. Bruce Franklin Willson, 
executive, Calgary, Alberta. 

Orit icers:: Robert John Dinning, Chairman 
of the Board, Vernon Taylor, president. George 
Ernest Church, vice-president. James Caven Mahaffy, 
Q.C., general manager. John McDonell Ballachey, 
secretary-treasurer and assistant general manager. 

Messrs. Dinning and Church were appointed 
to the Board by the Lieutenant Governor in Council. 
Messrs. Taylor, Jones and Bailey were elected to 
the Board by the Class "B' Group III shareholders 
(producers and processors), Mr. Tanner was elected 
to the Board by the Class "B" Group II shareholders 
(gas export companies) and Mr. Willson was elected 
to the Board by the Class "B" Group I shareholders 
(utility companies). 

Mr. Chairman, I might just interject a 
few remarks concerning the directors. They are 
all well known to us here but they may not be so 


well known to others and I would like to give 
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you. a brier thumbnail-sketch, 

Mr, Bailey, one of the producer directors, 
is vice-president and general manager of the Bailey- 
Selburn Oil and Gas Company Limited. Mr. Church, 
who is one of the Government appointees, is a large 
farmer near Balzac and also is president of the 
U.F.A. Co-op, Calgary. 

Mr. R.J. Dinning is a Government appointee 
and is Chairman of the Board of Burns and Company 
Limited, packers, a..director of sthe. Bank. of Montreal 
and several other companies. 

Mr. Jones, who is a producer director, is 
assistant manager of production of the Hudson's 
Bay Oil and Gas Company Limited of Calgary. 

Mr. N.E. Tanner, who is an exporter direc- 
tor, as you probably know, is Chairman of the Board 
of Trans-Canada Pipe Lines Limited. 

Mr. Vernon Taylor, the president of the 
company and a producer representative, is manager 
of the western region, producing department, Imperial 
Oil Limited, and he is also Chairman of the Board 
of Governors of the Canadian Petroleum Association. 

Meow Willison, the, vtliity pdirector. is 
vice-president in charge of operations of Canadian 
Western Gas Company and the Northwestern Utilities 
Limited and, I believe, is also known to the Com- 
mission. 


Trans-Canada Agreement: The Oil and Gas 
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Conservation Board of the Province of Alberta 
Branved a permit to Trans-Canada Pipe Lines Limited 
(hereinafter called "Trans-Canada") to export 
stated quantities of gas from the Province of Alberta. 
It is a condition to such permit that the gas re- 
moved by Trans-Canada from Alberta shall be deliver- 
ed to Trans-Canada through the facilities of Trunk 
Lime, 

By contract dated the 29th day of January, 
1957, made between Trunk Line and Trans-Canada, 
Trunk Line agreed to construct its presently pro- 
posed gas gathering and transmission pipeline system. 
A copy of this agreement is attached as Schedule III. 

Mr. Chairman, I had not intended to read 
that document. 

MR, PATTILLO: No, there will be no need 
to, Mr. Mahnaffy. We have already had the document 
Deore us. 

MR. MAHAFFY: Thank you. 

A route map of the system will be found 
following page 23 of the contract. Since the date 
of the contract changes have been made in the rou- 
ting and design of the system with the approval of 
the Minister of Mines and Minerals, and in the 
construction program. Attached as Schedule IV is 
a plan showing these revisions. 

I think, Mr. Chairman, if you would turn 


to Schedule IV, just briefly, it is the last page 
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Lie Beco prier.. 

The explanatory legend is in the lower 
left hand corner and the solid line indicates the 
construction which took place during 1957. 

To start over at the right hand side of 
the map, the Alberta~Saskatchewan border, you will 
fing a solid line, travelling, cenerally, west for 
afew miles and then north up near the town of 
Consort, where that line enters the Provost field. 
That construction was done during 1957. 

Then, starting at the right angle, where 
the line turns north, you will find the 1958 con- 
struction, the main 34-inch line being extended west 
to a point near the town of Princess, and a fairly 
lengthy lateral of 144 miles from Princess, in a 
southwesterly direction, to the Pincher Creek field 
in southwestern Alberta. 

Going back to the Princess junction, the 
1958 construction also covers 24 miles of 26-inch 
pipe in a northerly direction from Princess to the 
Steveville and Cessford fields. 

The 1959 construction, we start at that 
point at Cessford and, in a northwesterly direction, 
we go to Nevis, that being the town of Nevis, but 
there is a field there, as you know, the Nevis field. 

There is one slight correction, sir, I 
would like to make in the schedule. The  iine 2 have 


just mentioned is shown as having a mileage of 
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92.2 miles, 24-inch. That is the correct mileage 
from a point near Sunnynook to Nevis, but from 
Cessford to Sunnynook there is an additional 19.2 
miles of 24-inch which should be shown in the 
schedule. 

The 1960 construction, which is the dotted 
line starting, again, at the Nevis point, you will 
find 52 miles of 18-inch line, which is part of the 
1960 construction from Nevis in a northwesterly 
direction to the Homeglen-Rimbey field. Then, going 
back to the main Jine and the point at Princess, you 
WLIt find a.dotted line again, ina westerly direc— 
tion, 8 5/8ths and 6 5/8ths small lines to Duchess 
and Countess. 

We have put up on the wall, Mr. Chairman, 
amap of larger scale and the various construction 
years Showivin .colours. L\hope, your eyes are. a 
i tole better thanwmine, lecannou see thevdi ir ere 
ence between the colours too well, even from here. 

That map is available, if anyone would 
Pikes TO See.) « 

Mie Cee CELLO. is thet Just. Cais morning, 
Me, Mahaffy, or is it --- 

MR. MAHAFFY: JUS t Wed 6 Mora We. 

Now, continuing, Mr. Chairman, on page 6, 
the last paragraph. 

Subject to the terms and conditions of 


such contract, Trans-Canada has agreed to pay to 
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Trunk Line the cost of providing such transpor- 
tation service, The contract provides substan- 


tially that the "cost of serice" for any period is 

to be the sum of the following principal items: 

(aa) Trunk Line's reasonable and necessary operating 
expenses. Lor such period; (434) commencing at the 
expiration of the 4 year period after the date when 
Trans-Canada is obligated to deliver gas to Trunk 
Line) for transportation, depreciation of TrunksLine's 
gas plant at the rate of 4% per annum and other 
equipment at agreed rates for such period. 

The date referred to there is fixed now 
and should have been shown, and the 4-year period 
starts to run from October lst, 1957. 

May I also interject that the depreciation 
is on a straight line basis, 4 per cent per year. 

(iii) income and other taxes for such 
period: and (iv) a return at an annual rate of 7 1/2% 
on the depreciated original cost of the assets of 
Trunk Line used in connection with the transporta- 
tion of natural gas and on necessary working capi- 
Cale, 

The contract provides, however, that 
during the first 4 years of transportation by Trunk 
Line the rate to be paid by Trans-Canada to Trunk 
Line for the transportation of natural gas shall 
be as set out in the following extract from the 


contract made between Trunk Line and Trans-Canada: 
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“Development Period Reduction in Charges 

Hor a period of 4 years after the date 
when Trans-Canada is obligated to deliver, or 
Cause’ to be delivered, gas to Trunk Line for 
transportation, or after the date when Trans- 
Canada first delivers, or causes to be delivered, 
gas to Trunk Line for transportation (which- 
ever date first occurs) the cost of service rate 
hereinabove provided for shall be disregarded 
and Trans-Canada shall pay Trunk Line 4 cents 
per m.c.f. of gas transported, provided however, 
that Trans-Canada shall pay Trunk Line during 
the said 4 year period, the following minimum 
amounts regardless of the volumes of gas 
delivered, or caused to be delivered by Trans- 
Canada to Trunk Line for transportation during 
the said period: 
(1 Jow’Duving the first-year 

(by twelve equal monthly 

payments ) Ge 2108400 
(2) During the second year 

(by twelve equal monthly 

payments ) D271 2640 
(3) During the third year 

(by twelve equal monthly 

payments ) 3, 326,400 
(4) During the fourth year 

(by twelve equal monthly 

payments ) 3,621,760" 

During the above-mentioned 4 year develop- 


ment period and without making any provision for 


depreciation on its pipeline system, Trunk Line is 
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expected to operate at a loss in each of such years. 
fhis concession in rates hy Trunk Line to Trans< 
Canada was made as a contribution by Trunk Line 
towards the establishment of the initial export of 
Alberta gas to Eastern Canada, 

With respect to the cost of service rate 
above-mentioned it should be noted that paragraph 
ef of the agreement between Trunk Line and Trans- 
Canada provides that this agreement is made subject 
to the provisions of section 30 of The Alberta Gas 
Trunk Line Company Limited Act, being Chapter 37 
of the Statutes of Alberta 1954 and Amendments 
thereto. Section 30 of the Act provides that the 
Directors of Trunk Line shall fix the just and 
reasonable rates, tolls and other charges for the 
gathering, transporting, distributing, handling and 
delivery of all gas carried by the company's pipe 
lines and other facilities or any part or parts 
thereof. “It also provides in’ subsection 2 ‘as 
follows: 

"Upon the application of the company --" 
Nhac, may interject, sir, Ls" lous site. 

ns or any interested party or by direction 
"of the Lieutenant Governor in Council, the 
"Board of Public Utility Commissioners may 
"vary or fix the rates so fixed by the company 
"whether or not the company has been declared 


"to be a common carrier by the Petroleum 
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"and Natural Gas Conservation Board and 

"the provisions of The Public Utilities Act, 
"with whatever aaa are necessary, apply 
"to such application or direction." 

As at February 14, 1957, Trunk Line's 
engineers, Dutton-Williams-Mannix, estimated that 
the cost of constructing the system described in the 
Trans-Canada contract would be $54,220,000.00, 
including an allowance of $3,351,000 for contingencies 
and the sum of $226,000 for working capital. As at 
January 10, 1958, the engineers have revised their 
total cost estimates to $54,972,162.00 and that sum 
is broken down into stages of construction as 
follows: 

For Stage 1, 1957 construction  $11,124,561.00 
For Stage 2, 1958 construction PUG oot Wazlon ine.) 
For Stage 3, 1959 construction 11,3855, 335.00 
For Stage 4, 1960 construction 4, 337,985.00 
Me. Chairman, - would. dike to interject 
a comment that may prevent misunderstanding. The 
Trans-Canada contract, as Schedule A, has a route 
map of the proposed trunk line system that appears 
following the last and twenty-third page of the 
contract. That route map, Mr. Chairman, is not quite 
the same as the route map I was just referring to, 
which is Schedule 4 to our brief. . The reason it is 
not the same, some changes were made in our 1958 


construction program, and the routing of that portion 


> OB és ma 


x th sob iti “yt ti es 


ig ie aonb ga ich 
uf et ey tal sia i sa fi s Bar! 
| Seed weyemtiies sng Ret snp fesoontane | 
er z - 
ects e tiche we ae Pats iSiribvonds-S0. #3907 ott 
ae 


001006 8S. agi ed nitsow geamonioe <piteensancadlte 
balattesnt? aod sb4 OOD TRL EA aoe soapiol ta: oe gekbetont 


sp ioteeser ae GOO; spisee a) a) PE Se pre a 


ye : y d ay , 7 ae enn Fane i ar pas At 
i palky bn Wit tere ta a he al SPO L OL eesunit: 
$ertth Uns. OC, Saewe CARESS at ptt Jeo! aco 


- 


rhe ely Mata eo ae vas : 3 Cts 


coythihy “hs Bou bts sit Web TOROS: at 


PRM RAN Sc 8 8c 


* eras Ce mets iM : , ee ey ne ’ *s ree e hc sis = ~y ga 
5 i fc ret Sere ee as RES S ; Som 


Bie, ciel a ae : tee hate 
SoreD io?) oo i al. Samia } oa aa hi ic ia ek as oe as ee 
i « lt Sivetenod  RPOL 4é sasde. you 


find. wodave Sage Seabed Baiaoadray es a th: arc 


aaron & i ic “ti Petes " roma Vie ‘Pree e asl ‘wile Bil Hyer bet, 


Jom kL ate lend > yee uereagit? “yyvoanvads i 


"et Shut eae fas 7) jut ott ee oh ect! 


he 
sity 

£ 
af 


ANGUS, STONEHOUSE & CO, LTD. 2535 
TORONTO, ONTARIO 


OivoRe Line Ts*netlas you findhi eeinISehedule -A 
of the Trans-Canada agreement. 

The changes are not serious or particu- 
larly nothieeable, but Iopoind that «clltrate uns serine, 
first to draw it to your attention and, secondly, 
to say that the estimated 1958 construction costs 
referred to on page 9 are the estimated costs of 
constructing the revised facilities as we now have 
them, 

Financing: The Directors of the Company 
concluded that the construction above described 
should be financed as to approximately 25% of the 
cost thereof by equity funds derived from the sale 
of the Company shares and as to approximately 75% 
thereof by borrowings secured by the bonds or de- 
bentures of the Company. The sum of $13,500,000 
was realized by the sale of shares in the manner 
above deseribed. No bond or debenture issue has 
yet been made but it is anticipated that the 
additional funds required for construction work to 
be done in the year 1958 will be secured by a 
first mortgage bond issue to be arranged in the 
very near future. In this connection the Honour- 
able Ernest C. Manning, Premier of the Province 
of Alberta, wrote two letters which were published 
in Trunk Line's prospectus dated February 19, 1957, 
which letters were as follows. 


Again, Mr. Commission Counsel, do you think 
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Ef should read these or just refer to them? 

Mn, PATITLEO: i do mot think there tie 
any mecessity of reading that, Mr. Maharry., 

MR. MAHAFFY: The letters, Mr. Chairman, 
One is, addressed to the Trunk Line and the other is 
addressed to Trans-Canada, and the gist of them 
is that the Province of Alberta undertook to pur- 
chase or underwrite bonds of Alberta Trunk Line in 
the sum of $26,500,000 and those commitments are 
Sor wwtn Lull Torces 

OFFICE OF THE PREMIER 
ALBERTA 


Edmonton 
Januaryacie>.+ 195% 


Alberta Gas Trunk Line Co. Ltd., 
end Floor, 320 - 9th Avenue W., 
Calgary, Alberta. 

Dear Sirs: 

I attach hereto for your information copy 
of a letter written to Trans-Canada Pipe Lines 
Limited which indicates an undertaking by the Govern- 
ment to purchase certain First Mortgage Bonds of 
your Corporation under certain conditions. 

T am pleased to advise you that early in 
the next Session of the Legislative Assembly of the 
Province of Alberta which will meet on February 14th, 
1957, the Government of Alberta will introduce and 
support a Bill which will contain a provision auth- 


orizing the Lieutenant Governor in Council to approve 
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for investment by the Treasury Board under section 

30 of The Treasury Department Act the debentures 

or securities of any corporation incorporated 

under the laws of Alberta, and carrying ion; business 
in Alberta that has a capitalized, fixed, paid-up 

and permanent stock amounting to at least $500,000.00 
and that supplies any service or product within 
Alberta, This Bill will authorize the Government 

to underwrite and purchase bonds of The Alberta Gas 
Trunk Line Company Limited. 

The Government of Alberta will undertake 
and agree to underwrite or purchase at par 5 1/2% 
First Mortgage Bonds of The Alberta Gas Trunk Line 
Company Limited in the aggregate principal amount 
of $26,500,000.00, subject to arrangements having 
been made for the underwriting and sale to the pub- 
lic of common shares of The Alberta Gas Trunk Line 
Company Limited in an amount and at prices which 
will provide that Company with a gross amount before 
deduction of financing costs of approximately 
$13,500,000.00. 

Mie funds to be provided throuen une 
Government's underwriting or purchase of 5 1/2% 
Bonds of The Alberta Gas Trunk Line Company Limited 
will be made available in such amounts and at such 
times as may be necessary to meet the requirements 


of the construction program of the Trunk Line Com- 


pany. 
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It is further understood that the Trea- 
sury Board of the Government in its discretion is 
Bompenarrerded: the firs hiriehh of ourchase soniihe 
said Bonds up to the aggregate of $26,500,000.00 
and that any Bonds not so purchased or taken up by 
the Government may then be offered for sale through 
brokerage houses or in any other manner that the 
Company may be authorized to do. 

Yours very truly, 


(signed) ERNEST C. MANNING, Premier. 


OFFICE OF THE PREMIER 
ALBERTA 


Edmonton 
January 30th, 91957. 


Trans-Canada Pipe Lines Limited, 
160 Bloor Street East, 

eromre 2 Ontario), 

Dear Sirs: 

I understand that you have substantially 
completed your arrangements for the financing of 
the construction of your natural gas pipeline 
system from the Province of Alberta to the City of 
Montreal, with the exception of the portion of the 
line which will be constructed by Northern Ontario 
Pipe Line Crown Corporation. 


IT also°understand that one of the con-= 


ditions of the purchase of your First Mortgage Bonds 
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by institutional investors is that assurance shall 
nave Deen given ‘that The Alberta Gas Trunk Line 
Company Limited will be able to obtain the funds 
required for the construction of the gathering 
system for the transportation of gas from the pro- 
ducing wells to. the, western verminus of the pipe 
line of your Company. 

IT am filmed to advise you that early in 
the next session of the Legislative Assembly of 
the Province of Alberta which will meet on February 
14th, 1957, the Government of Alberta will intro- 
duce and support a Bill which will contain a pro- 
vision authorizing the Lieutenant Governor in Council 
to approve for investment by the Treasury Board 
under section 30 of The Treasury Department Act 
the debentures or securities of any corporation 
incorporated under the laws of Alberta and carrying 
on business in Alberta that has a capitalized, fixed, 
paid-up and permanent stock amounting to at least 
$500,000.00 and that supplies any service or product 
Within Alberta. This Bill will authorize the 
Government to underwrite and purchase bonds of The 
Alberta Gas Trunk Line Company Limited. 

As soon as such legislation has been 
passed, the Government of Alberta through silts, Trea— 
sury Board will undertake and agree to underwrite 
or. vurchase av par 5 1/2% First Mortgage Bonds of 


The Alberta Gas Trunk Line Company Limited in the 
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aggregate principal amount of $26,500,000.00, sub- 
ject to arrangements having been made for the 
underwriting and sale to the public of common shares 
of The Alberta Gas Trunk Line Company Limited in 

an amount and at prices which will provide that 
Company with a gross amount before deduction of 
financing costs of approximately $13,500,000.00. 

The funds to be provided through the 
Government's underwriting or purchase of Bonds of 
The Alberta Gas Trunk Line Company Limited will be 
made available in such amounts and at such times as 
may be necessary to meet the requirements of the 
construction program of the Trunk Line Company. 

The Government has advised The Alberta 
Gas Trunk Line Company Limited and attached hereto 
is a copy of a letter written to the said Company 
tO this seheect. 

You are at liberty to make such use of 
this letter in connection with your financing ar- 
rangements as you may see Byer 

Yours very Leu, 


(signed) ERNEST C, MANNING, Premier. 


Construction: During the year 1957 the 
Company constructed approximately 18 miles of 34" 
transmission line from the connection point with 


the Trans-Canada system near the Saskatchewan- 
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Alberta boundary in a westerly direction to the 
point of connection with the Bindloss-Provost 
lateral and it also eneeneeed the Bindloss-Provost 
lateral which is an 18" line approximately 100 
miles.in,length.. 

During 1958 the following pipe line construc- 
Gion, Weed .be «done. s 

- The main 34" line will be extended westerly 
apout 55 miles. 

- The 24" lateral from the main line to the 
Pincher Creek Field, a distance of appro- 
ximately 145 miles. 

- The 26" lateral from the main line to 
the Cessford field, a distance of about 
24 miles. 

- The 6 5/8" lateral from the Bindloss- 
Provost. lateral toa the Sibbald. field,..a 
distance of approximately 11 miles. 

In addition, small laterals will be built to take 
delivery of gas from the Atlee-Buffalo, Princess and 
Steveville fields. 

1957 Operations: The gas lines and facili- 
ties constructed in 1957 were put into operation and 
Trunk Line commenced transportation of gas for 
Trans-Canada (other than testing gas) on October.1, 
LOD « 

The Future: Trunk Line's contract with 


Trans-Canada calls for the construction ini 059: oF 
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the extended north lateral from Cessford in a 
northwesterly direction to the Nevis area and 
during, 900 for the construction of the balance 

of the pipeline system described in the contract 
and shown on the route map in Schedule IV. The 
routing and design of the lines to be built in 1959 
and 1960 might be changed by agreement between the 
parties with the approval of the Minister of Mines 
and Minerals, if changes seem to be desirable in 
the light of conditions as they exist prior to the 
time of construction. 

If Trans-Canada is granted an export per- 
mit to export additional quantities of gas from the 
Province of Alberta it may be necessary for Trunk 
Line to construct additional facilities for that 
purpose. If persons or corporations other than Trans- 
Canada are granted permits to export gas from the 
Province of Alberta it is anticipated that Trunk 
Line will construct the transmission facilities with- 
in the Province of Alberta necessary to transport 
the gas to be exported. In ali ics: planning tes 
future construction Trunk Line will make every effort 
to avoid any unnecessary duplication of transporta- 
tion facilities within the Province of Alberta and 
will also do everything in its power to so construct 
its pipelines that adequate interchange facilities 
will be available for the benefit of export lines 


and gas distribution companies serving Alberta markets. 
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Me. Chairman, 1. would” like "vo interject 
further, before I say that I have finished reading 
Che Driver. 

In connection with that last paragraph, 
we have had conversations, negotiations with two 
companies, both of whom have given evidence before 
your Commission, sir, namely, Westcoast Transmission 
Company Limited and Alberta and Southern Gas Com- 
pany Limited. In each case we have written letters 
which, for want of a better term, were letters of 
impenu vo cach of those companies. We have had 
those transcribed because we thought they might be 
6f unterest to you, and T would like Mea fartzilo 
to submit these. I do not know if they should be 
put in as separate exhibits. 

MR, PATTILLO: Yes, I think they should 
be marked C-26-2-A and C-26-2-B. 

MR. MAHAFFY: The) Letter ©2f Vai 51) 295 f-——-= 

MR. HOWARD: There are two the same date 
to Westcoast. 

MR. PATTILLO: One is addressed to West- 
coast and the other is addressed to Mr, Hethering- 
ton, in his capacity as executive vice-president, 
and I would like to have those marked "A" and "B", 
and the letter of November 29, 1957 addressed to 


Alberta and Southern Gas Company marked as igs 
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---EXHIBIT NO. C-26-2-A: 


---EXHIBIT NO. C-26-2-B: 


---EXHIBIT NO, C-26-2-C: 


e544 


Letter dated July 31, 
1957 from Alberta Gas 
Trunk Line Company 
Limited to Westcoast 
Transmission Company 
Limited. 


Letter dated July 31, 
1957 from Alberta Gas 
Trunk Line Company 
Limited to Mr. Charles 
R. Hetherington, West- 
coast Transmission 
Company Limited. 


Letter dated November 29, 
1957 from Alberta Gas 
Trunk Line Company 
Limited to Alberta and 
Southern Gas Company 
Limited. 
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THE ACTING CHAIRMAN: Will you just sum- 
marize these letters in about ten words, please? 
MR, MAHAFFY: Mr, Chairman, if you do 
not mind I think the quickest way to get them is 
for me to read them rather than attempt to summarize 
them. Ser 
The first letter addressed to Westcoast 
Transmission Company Limited is dated July 31, 1957. 
T can skip the first paragraph. We did give them 
an estimated cost of a certain pipeline facility 
and in paragraph 2 we gave them estimated operating 
costs of that pipeline system. The third paragraph 
reads : 
"we wish to emphasize that the above 
"Pigures are estimates only, based on preliminary 
"Snformation, and are subject to revision after 
"more detailed studies of the routes have been 
"made. Furthermore, Trunk Line must reserve 
"the right to subsequently suggest different 
"routes and revised facilities as may seem de- 
"sirable to serve not only your requirements 
"but also the requirements, actually or reason- 
"ably anticipated, of local and export markets." 
Now, sir, if we may jump TOLER Oeics 
the letter to Alberta and Southern Gas Company 
Limited, dated November 29, eS), fee 
"With respect to your recently filed 


"application to the O11 and Gas Conservation 
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"Board for a permit to remove natural gas from 
"She Province of Alberta, we have not made a 
"detailed review of the design, capital cost 
"estimates and operating cost estimates set forth 


"therein for the gas transmission facilities within 
"alberta but we are prepared to accept your 
"enpineers! design and cost estimates for the 
"ourpose of this application. 

"Tf the Conservation Board grants 
"your permit, Trunk Line will, as soon thereafter 

"as necessary to meet the requirements of any 
"sovernmental body having jurisdiction over any 
"nortion of your project, diligently prosecute 
"oan application under The Pipe Line Act for a 
"oermit to construct the necessary gas trans- 
"mission facilities in Alberta. We reserve the 
"night, however, to request in this application 
"the adoption of such revised routes and facilities 
"as may seem desirable at that time to serve not 
"only your requirements but also the requirements, 
"actual or reasonably anticipated, of local and 
"other export markets. 

"Tre the said permit is granted to Trunk 
"Taine, we will forthwith enter into an appropriate 
"gas transportation contract with you on terms 
"ond conditions to be mutually agreed upon. 

"we hereby consent to your use Of GaLis 


"Vetter as an exhibit supporting your application 
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"before the Conservation Board." 

I think, having read as much as I have 
from the exhibits, sir, that it would be sufficient 
to give you the gist of those documents. That 
is our submission, Mr, Chairman, 

THE ACTING CHAIRMAN: Mr. Mahaffy, this 
is more for my personal information: why are so 
few people going to be allowed to vote on these 
shares? Is there a special reason there? 

MR, MAHAFFY: The reason behind that, 
sir, apparently is, and of course I hesitate TG’ 
interpret a statute or the legislature's intention, 
but the effect, I will: say this, is 7o control 
the voting shares of the company and to make sure 
that that control is within the four groups of the 
B shares in the election of directors. The fear, 
I am sure, there is that if the Class A sharers 
were granted voting rights just like any other 
corporation the voting control might end up in 
Timbuctoo or some other place. 

THE ACTING CHAIRMAN: The Class A are 
putting up the money, the B sharers are putting 
up $10,000 from the $30 million? 

MR, MAHAFFY: That 6 PiLene, ou, 
roughly those figures. 

THE ACTING CHAIRMAN: On page 7, that 
$210,000 from Trans-Canada, is that starting last 


year, October, 1957? 
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MR, MAHAFFY: Yes, Mr. Chairman, that 
first year mentioned there started October 1, 1957. 
THE ACTING CHAIRMAN: And presently only 
Trans-Canada has a contract, they are the only buyer? 
MR, MAHAFFY: Tha ted soriengwapsl ic. 


THE ACTING CHAIRMAN: Mr, Patterson. 


BY MR, PATTERSON: 

Q. Mr. Mahaffy, I take it from the 
statement on the third or fourth line of the first 
page that to date powers given to Alberta Gas 
Trunk Line by Section 13 of its Act have not, by 
and large, been exercised other than to go into the 
transporting business so far as gas is concerned? 

MR, MAHAFFY: That is a pretty wide 
question, Mr, Patterson. May I look at Section 13 
and see what we have exercised or can you specify 
what you are interested in? 

aN In the first place, Section 13(a) 
"a company may act as a common carrier of eyes Sali 
Is it now a common carrier of gas? 

MR, MAHAFFY: I think you will appreciate 
that is perhaps a difficult question to answer. 

We have not been declared a common carrier under 
the Oil and Gas Conservation Act but whether we are 
in fact a common carrier, it seems to me that 28 a 
legal question that I would not want to answer. 


Perhaps I can give you what you want to know by 
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saying this, that to date we have never turned down 
anybody that wanted us to transport gas. 

Q. Let me put it to you this way: 
are you not at the moment limited so far as the 
common carrier aspect is concerned in that a producer 
in the field who may have a market, let us say, 
200 miles down your line by private arrangement 
with a small town is not yet -- perhaps this is not 
arising, but is he in a position to go to you and 
say, "I have gas at point A and I have a market at 
point B within the Province of Alberta", and deliver 
to you at point A and supply his own take-off at 
poLnt ss? 

MR, MAHAFFY: We will be very glad to see 
that gentleman at any time. 

Qe That Nas not arisen? 

MR, MAHAFFEY: No, that has not arisen, 

Q. But at the moment you would envisage 
that you would have sufficient capacity to be able 
to undertake that type of thing, common carrier work? 

MR, MAHAFFY: Well, now, I would not say 
that. It would depend on the quantities he wanted 
to have transported, but to the extent we have 
capacity or can arrange with him and with others 
to increase our capacity to take care of his re- 
quirements we certainly anticipate that we would be 
available for him and certainly be expecting to hear 


from the type you mention as we go along. 
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Q. Now, the next subparagraph is 
"Act as a common purchaser of gas from any 
pool in the province", Have you acted under 
that subsection? 

MR. MAHAFFY: No, we have not, Mr, 
Patterson; we have not purchased any gas. 

Q. And could you assist us in advising 
when it would be thought just in what way that 
type of duty might be carried out by a pipe line 
company aS a common purchaser? 

MR, MAHAFFY: I should point out, we 
have the power under 13(b) to act as a purchaser 
of gas. We have not yet had occasion to exer- 
cise that power.and there is nothing that we know 
of on the horizon that would cause us to be 
actively thinking about that phase of our powers. 
It is something that has been discussed informally 
in directors! meetings and at the time of the 
organization of the company and so on but there 
is nothing, no definite policy established, and 
nothing, as I say, within view where we expect 
to act as a common purchaser of gas. 

Q. Let me put it to you perhaps 
another way: in reviewing pipe lines and pipe dane 
companies it would be of assistance to the Commis- 
sion to know what sort of circumstances you would 
feel would give rise to your acting as a common 


purchaser and what value in transmission of gas 
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the power to act as a common purchaser has? 

MR, MAHAFFY: I do not think I can be 
too helpful on that question. Tt Ws Hard vo 
visualize just what way this power of purchase might 
arise, One can visualize, probably, or imagine cir- 
cumstances where it would be advantageous for all 
gas within the province going into the trunk line 
system be purchased by the Trunk Line and resold 
to exporters and local utility companies, and so 
on, We have not, as I said a moment ago, really 
thought seriously about that at all. There might 
be other cases where for some reason or other, as 
a conservation measure, the Conservation Board 
might order us to buy and pick up gas from some 
parcicularvfiield., In that case we would certainly 
have some place, we would have to have some place 
to put it at the other ‘end, ‘some customer to take 
it so that the whole feature of gas purchasing 
with us is rather nebulous at this stage. 

ap Subsection (c), I take it that is 
what you are doing now, that is constructing pipe 
lines and transmission facilities? 

MR. MAHAFFY: hace Ls ri So. 

ig Paragraph (b), "Develop, purchase, 
lease or otherwise acquire, operate or maintain and 
control gas storage fields and the necessary facili- 
ties for their operation". T suggest that in 


that connection that will be done in conjunction 


Witt OMe” 


a Pee ae 
oe 2 : 1 


aia: 


wo Phe . rere nee 


ar Ri 


Ms taller oe 


Pie 6 ae, ah 


Sat shears aro) st teri ag 


ov) twee Od ite 


M4, | et 


———— 


an 


oe a, oe A 
- 4 is ‘ * 9 
he J en, ota ae (eo Fh ie a vee coy mf os 
WEARS RD COLI Se at) Sos 
oe Wii 
A! e 


1 a 


fs Ms Ht 


iv § 1 
- 
pee pie 
| 88 ai a oo AOe 4 
; 7 A 2 > ] ¢ 
pisrR tee Rep ae - me bey h 4 Ce) be ig 
nu 


rt 


) tee 
nn 


BERS Ot EE Tae atte Ho.t, drbersitin 


25 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


with and as assistance to local utility companies, 
is, CHa UeCOrrect? 

MR, MAHAFFY: That could be so, that 
might be necessary in connection with the operation 
of the power set out in (b), common purchaser, 
Again may I say we have done nothing to exercise 
the power under (d). 

Q. And under (e), that in part you 
are doing but of course to the extent it talks about 
gas storage fields you are not? 

MR. MAHAFFY: TEC Saree oe 

Q. And (f), "Purchase", you are not 
purchasing gas presently? 

MR, MAHAFFY: No, we are not. 

Q. Are you processing it? 

MR. MAHAFFY: No, we are not. 

Q. You are transmitting, transporting, 
distributing it but not selling? 

MR, MAHAFFY: That Ls right, purely 
transportation. 

ay Then, as to (g) those faciliities 
there are part of the operating of the transportation 
system and I assume you are setting those up as it 
becomes necessary? 

MR, MAHAFFY: Well, we are exercising 
that power in a way but we did not actually construct 
our own communication system, rather we arranged 


that by leasing arrangement with Trans-Canada telephone 
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and are making use of their facilities in that con- 
nection. 

Q. Then you have the power to purify, 
scrub or otherwise treat for the removal therefrom 
of hydrogen sulphide, and again I take it you are 
not doing that as yet? 

MR, MAHAFFY: That is right, and I hope 
we are not going to go through all the items covered 
byeda) . 

Q. No, perhaps you would be able to do 
it from memory but I cannot. In connection with 
the matter of processing, I take it that so far in 
your development you have left the question of re- 
moving the good petroleum gas and sulphur from gas 
supplied to you up to the producers? You have not 
as yet considered whether you should or should not 
go into that kind of business? 

MR. MAHAFFY: that. Demrieac. Trans-Canada, 
if you will look at their contract, deliver to us 
pipeline gas at certain field collection points and 
that gas is then transported and my understanding is 
that in all of those fields the purchasers themselves 
have done whatever processing is necessary to make 
the gas suitable for pipeline transportation at the 
pressures required by Trans-Canada contracts. 

Qs Now, turning to allotment of Class B 
common shares which must be made in accordance with 


the provisions of Section 11 or the Act, so Lar as 
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gas producers and gas processors are concerned the 
result would appear to be that major oil companies 
receive a higher allotment of shares than the 
minor oil companies, is that correct? 

MR, MAHAFFY: That is not a necessary 
result, Mr. Patterson. It probably has worked 
that way but it is possible in the interpretation 
of Section 11, which we might call the minor com- 
pany because of its gas reserves and acreage 
holdings, could very conceivably receive more 
shares than the major company. 

Qe Well, how are the factors set out 
in paragraph 11(c) weighted? It says that the 
Board shall have regard to the amount of capital 
investment, the quantity of Alberta gas that the 
producer is capable of producing, the gas reserves 
of the producers, the total acreage and the amount 
of development work done. Now. is there some 
formula to say which is the most important and 
how many shares you get per dollar or acre or 


what? 
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MR. MAHAFFY; Well, there was a formula 
worked out based on what. you have just read. It was 
approved by the directors, I am sorry, but this was 
back in 1954, and I am quite unable to explain the 
detatie of <.t to«jou, bub ma.certadnl] yy zak sole. cime 
it was a formula which seemed fair. A lot of thought 
was put into it, and the allotment of the B shares to 
the producers and processors was made on that basis. 
IT am sorry I cannot give you the details, but perhaps 
I can add this, that we have never had any complaint 
that I know of from any producer or processor that 
the distribution was not made fairly and in accordance 
with the provisions of the Act. 

Q. However -- and I am not wishing to 
engage in comment on it -- but the fact would appear 
to be, for example, that a major shareholder in that 
group is Canadian Gulf Oil Company, 98, and Imperial 
Oil is 98 -- on a quick look through those appear to 
be the two biggest ones; and Shell is 5l. Am I 
correct in those quick reviews? 

MR, MAHAFFY: TL am sorry, L didn't realize 
you were asking me a question. 

Q. L..6ayne ib ds, coprectatousay that as 
a result of the formula Canadian Gulf Oil Company 
received 98 shares, Imperial 0i1 received 98 and 
Shell Oil received 51, and those appear to be, with 
the exception of Canadian Delhi at 62, the biggest 
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MR. MAHAFFY: If you are reading -- and 
I think you are -- from the schedule or brief, then 
those figures are certainly correct. 

Qe In working out a method for assessing 
transportation costs to Trans-Canada Pipe Lines, 

I note that in the first four years the charge is 
at 4 cents per Mcef: can you tell us something of 
the background of that? What I am interested in 
is the reasoning behind a single charge for gas 
delivered at the Saskatchewan gate no matter 

what distance it has travelled, and why it is that 
a zoning system was not set up in making your 
pipeline charges? 

MR, MAHAFFY: Well, I suppose that is an 
Cldpsnony jandl, am afraidcit, will: comonmter’ all 
time -- whether or not we should have a zoning 
scheme or an over-all scheme. That was given a 
loeGor eons iderationvby Trunk Line, and 2am) sure 
also Trans-Canada, and I have no doubt also by 
the producers who were involved. It was decided 
that under all the circumstances an over-all system 
rate was preferable in this case. 2ones were 
discussed, but you get into the old argument, and 
the chap on the Saskatchewan border says, "Tt should 
not cost as much to take my gas to the Saskatchewan 
gate as it does to transport gas from Pincher Creek", 


The Pincher Creek fellow says, "If it was not for 


—____|| my gas you would not have any gas to put anywhere; 
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there wouldn't be any pipe line.” There are all 
types of factors involved, and it was thought in 
this case that the over-all rate was the one to 
adopt, 

Q. Well, what I am interested in is 
a review by you of the types of factors. Again, 
I point out to you that a problem the Commission 
is faced with and interested in is the question 
of pipe line rates, and I think you can assist 
by giving us the kinds of factor that must be 
considered in coming to this rate and this method 
of deciding on -- I suppose this is what you might 
Cane a rolled-in rate, is it? 

MR, MAHAFFY: Mind you, for the first 
4-year period, I don't know what you would call 
sh It is a certain rate per Mcf with a minimum 
guarantee, 

Q. Yeo. 

MR. MARAPEY : After the four years it 
is something altogether different. tt. Ls nee 
worked on a per Mef charge at all. Theoretically, 
Trunk Line could not care whether Trans-Canada put 
through a million cubic feet a day or one hundred 
million cubic feet a day; we would still receive 
the same amount of money for the transportation 
from Trans-Canada, because we are on a cost of 
service rate; the cost of service has to be paid 


regardless of the throughput. 
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THE ACTING CHATRMAN: We will have a 


break now. 
-~--A short recess, 


THE ACTING CHAIRMAN: Mr, Patterson, 
the Commissioners will have a few questions when 
you are through. 

MR, PATTERSON: Thank you, Mr. Chairman, 

Q. Mr. Mahaffy, you have just outlined 
in the future, under the contract with Trans-Canada, 
the remuneration to Alberta Gas Trunk will be on 
a ‘cost of service basis: is it the thinking of 
Alberta Gas Trunk that a similar method of charging 
will be used in the event of either or both Westcoast's 
and Alberta and Southern's applications for export 
being granted, and Alberta Gas Trunk supplying to 
them a similar service to that which they now give 
Trans-Canada ? 

MR, MAHAPPY: Me, Patterson, that is 
certainly one of the types of transportation rate 
that tocould be set up. I would not say that 
Alberta Trunk is, shall I say, married to the cost 
of service rate. T think each case must depend 
on its own circumstances, and to some extent on 
the wishes of the parties themselves. I know the 
two companies you have mentioned, in preliminary dis- 
cussions with us have suggested that we operate on 


awedst) of service: rate. we have not as at this 
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time agreed that should be So, but it could very 
Weld De 'so', 

Q. I am not asking you to commit 
your company to those people, but what other methods 
could be used? 

MR, MAHAFFY: It would be quite possible 
to work out a rate on a per Mcf basis. We might 
say to you, for example, that we will transport 
your gas from Edmonton to Calgary on a flat rate 
OF =3™0ents “a thousand, That would be the sum total 
of our arrangement: we would transport the gas and 
the pate is 3 cents; based, naturally, on certain 
guaranteed load factors and all that sort of thing, 
and probably with certain minimum take-or-pay re- 
quirements. 

QO. And is there another method that 
might be considered 

MR, MAHAFFY: I think those are the two 
principal methods -- certainly the two with which I 
am familiar, and, possibly, shall I say, variations 
of them, 

Q. You mentioned that as assistance 
toward establishing an initial export of Alberta 
gas to Eastern Canada, during the first four years 
of this development period, Alberta Gas Trunk is 
expected to operate at a loss: have you reviewed 
at all the extent to which this loss period might 


be reduced in the event of Trans-Canada's market 
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survey and outline of further requirements as given 
here were to be carried forward? 

MR. MAHAFFY: Mr. Patterson, if the 
Trans-Canada throughputs exceed the minimums which 
they have guaranteed under the contract during that 
4-year period -~ exceed those minimums -- then, to 
the extent they exceed them, our position would be 
improved. Trans-Canada filed with this Com- 
mission, two or three days ago, a revised market 
estimate but, unfortunately, we did not see those 
figures before they were submitted to this Com- 
mission, and we have not had time to relate that 
report to our contract with them to see just how 
Loe may aiLrect Us, However, definitely, to the 
extent that they exceed the minimum throughputs, 
our loss is reduced: Whether we will get out of 
the red and into the black, of course, is another 


| thing. 
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Q. Now, if I correctly understand the 
division of shares into four groups, one of those 
groups consists of utility companies, which is res- 
tricted to Alberta utility companies, and another 
consists of gas export companies, Does some pro- 
blem not arise by reason of the fact should Alberta 
and Southern become an exporting company, two of 
the utility companies have interests in that expor- 
ting company and, therefore, do not quite fall 
within the classifications as set out in your method 
of allotting shares? Do you think that that has 
any effect on the decision of a utility company on 
holding shares in Alberta Gas Trunk if the utility 
is concerned also with export? 

MR. MAHAPEN:« Eo conldsggwit could be. 

Q. Iss itepairs to say? thiséend theddead of 
the division was to insure that these companies 
which are solely concerned with producing in Alberta 
-~ or let me put it this way: those companies that 
are producing in Alberta have an opportunity to 
have a voice in Trunk Line's affairs, and those who 
are supplying gas to Alberta have a definite inter- 
est and want to watch what is being taken out of 
Alberta and want to be in a position to take advan- 
tage of the facilities for interchange that you 
mention, that are offered to them by your pipeline 
and, for that reason, utility companies-operating 


in Alberta were given a voice in the affairs of the 
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Alberta Gas Trunk Line? 

MR. MAHAFFY: | Utility companies, as you 
know, are entitled to elect one director of the 
Seven, and I think I woula agree with you that that 
gives them a seat on the Board and a chance to 


make their voice felt in the company affairs, 


BM My, (PAT TIULO 

Q. Mr. Mahaffy, is there any relation- 
Ship between the number of Class "A" shares issued 
and the Class "B" shares issued? 

MR. MAHAFFY: On the original issue there 
was a relationship, but not in any Subsequent issue. 

Q. Where you speak of contemplating 
an (Sper cent equity and 25 per Cent; 25 26 Contpen= 
phatedethat that relationship will be continued if 
further facilities are required and greater expendi- 
tures may then be contemplated? 

MR, MAHAFFY: The 75/25 division, I should 
Say, was considered by the directors about a year 
ago to be, approximately, a correct division. That 
might be 20/80 or 15/85. £ think, in the interests 
ofiour shareholders“. of eeonees this depends on 
@ lot of factors, too -= but by and Large in the 
interests of our shareholders, I think the directors 
would seek to have the percentage of senior money 
as high as possible and still be able to finance. 


Q. Therefore, if it was necessary for the 
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company to build additional facilities, other than 
those shown on the plan, for the purpose of trans- 
mitting the gas of Alberta Southern and Westcoast 
Transmission, you would contemplate there would 
not necessarily be the same ratio maintained between 
Shares and bonded indebtedness as presently exists? 

MR. MAHAFFY: I say it would not neces- 
sarily be that same ratio, yes. 

Q. And there is not any policy estab- 
lished by the directors that the number of Class "A" 
shares should be kept in certain ratio to the 
number of Class "B" shares outstanding from time 
to time? 

MR, MAHAFFY: NO. Saat 

Q. Are there any provisions that differ- 
entiate between the rights of Class "A" and Class 
"B" shares as to dividends? 

MR. MAHAFFY : No, there are not, £ 
think you are right in saying the only difference 
between the shares is that "B" shares have voting 
Piehts and "A" shares do not. Otherwise, as far 
as I know, they are on an equal basis as to divi- 
dends or distribution. 

Q. So, if a dividend was declared in 
the Class "A" shares, then the Class "B" shareholders 
would rank equally and each obtain the same divi- 
dend? 


MR. MAHAFFY: Per share. 
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Q. Per share. So, if you do not change 
this ratio, it may be that as the company becomes 
profitable the producers and utilities are going 
to have a very good investment with very little ex- 
penditure of money? 

MR, MAHAFFY: I do not quite understand 
Liataaucstion, Mr.. Pattillo. Assuming the utility 
owns 5 '"B'" shares and the dividend is 10¢ a share, 
their dividend will amount to 50¢«. That is why 
was wondering if we were talking at cross-purposes 
when you mentioned a dividend shared equally. I 
would like to make that clear: there is not a 
50 per cent dividend going to "A" shares and 50 per 
Cenbeuoe Bn. Ifa dividend. of s10¢d.a.share 1s 
declared, that is what a shareholder gets per share, 
whether it is "B" or "A 

THE ACTING CHAIRMAN: I think Dean Hardy 
has a few questions to ask. 

MR. COMMISSIONER HARDY: Mir oe Chad mane ih 
am a little bit confused as to just who makes the 
basic decisions on the operations of the company. 

I realize the Board of Directors hasthe, power 
under the Act, but we were told a few days ago, in 
connection with the submission from one of the com- 
panies seeking an export permit, that Alberta 
Trunk told them they would like to put in the dis- 
tribution for the facilities to transport the 


gas to the border, and this witness said,"on that 
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basis we accepted it," 

As an example, what would have happened 
if the company had said, "No, we do not want 
Alberta Trunk to put in that line; we want to put 
it in ourselves," 

MR. MAHAFFY: If that happened, Mr. 
Commissioner, we would then appear before the Oil 
and Gas Conservation Board on the application of 
that company for an export permit, and we would ask 
the Conservation Board to insert in that permit a 
condition similar to the one which appears in the 
Trans-Canada permit, namely, that they can only 
export the gas through Alberta if they take it 
through the facilities in Alberta of the Alberta 
Gas Trunk Line. 

MR. COMMISSIONER HARDY: oo then it is 
a fact whether or not Alberta Trunk has a monopoly 
in the collection field in Alberta depends uwoon 
the decisions of the Conservation Board and not on 
the decision of your Board of “Directors? 

MR. MATA Y soeThe tatisisaileny. We have no 
monopoly, but we would ask the Board, under the 
circumstances you outline, to make that a condition 
of the permit, and it would be then for that Board 
to say whether that should be so or not. 

MR. COMMISSIONER HARDY: But the Conser- 
vation Board has the complete power of deciding 


whether you are a monopoly or whether you are not, 
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and to what extent you may be a monopoly in a 
decision such as you are just déscriping 7 

MR, MAHAFFY: Frankly, “L™-do-nov jake 
the word "monopoly" because this is something that 
could change as the years go by. If in every case 
the Conservation Board made a condition of the type 
we are discussing, then I suppose you could say we 
would have a monopoly on the gathering of gas for 
export purposes, yes. But, I do not think, and 
certainly we as a company cannot assume the Conser- 
VavLon Board 1s goine’ to do that, 

MR. COMMISSIONER HARDY: Well, supposing 
now we come to your powers under Section 13 of the 
Act and consider the sulphur business. Would the 
decision as to whether or not you went into the sul- 
phur business depend, again, upon a ruling of the 
Conservation Board, or would it be entirely a ruling 
by your own Board of Directors, or might it be either 
way? 

MR. MAHAFFY: It could be either way or a 
combination of both, I would» think. 

MR. COMMISSIONER HARDY: In other words, 
you"mignt’ look at it as the circumstances arose 
and you would decide whether you wanted to go into 
the*sulphur business or not, and if other people 
wanted to go in, you would ask for the assistance 


of the Conservation Board that you go into the 


business rather than someone else? 
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MR. MAHAFFY: Lee. guicy vo use. al 
imaginative example, supposing in some particular 
field, perhaps with a considerably divided owner- 
ship, the producers thought it might be convenient 
and economical to ask Trunk Line to construct a 
Sulphur plant or other type of gas processing plant, 
and thereafter to transport the pipeline gas to 
market. That 1s conceivable, It could be arranced 
by contract between those producers and the Trunk 
fine. 

MR. COMMISSIONER HARDY: Then supposing 
we assume these conditions: that there is not 
SuLitielent market for the “sulphur to Use it ali up, 
and yet the gas has to be processed, Could the 
Conservation Board, by regulation, require Alberta 
Trunk Line to process the gas and do anything they 
like with it, which might mean stockpiling it? 

MR. MAHAFFY: I am sorry, I do not know 
just how to answer that one. 

MR. COMMISSIONER HARDY: Wat La al, 
Mr. Chairman. 

THE ACTING CHAIRMAN: Dr. Howland has 
some questions. 

MR. COMMISSIONER HOWLAND: IT have two 
questions: our counsel was asking you a question 
a moment ago regarding the dividends. I was try- 
ing to think through this question a Litele as 


the question was thrown to you. Are the interests 
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of Class "B" group the same in declaring a dividend 
dsecne Other groups? 

MR. MAHAFFY: I suppose it is a ques- 
tion of quantum; a man who is only going to get 
10¢ has not as much interest as a man who is going 
to get $100. 

MR. COMMISSIONER HOWLAND: No, that is 
not the question. I may have a wrong understanding 
of the set-up of the organization as to Group "B" 
being concerned with the operation of the industry 
in itself; the price structure of their whole opera- 
Rich as arrected by It; As I see this group here, 
their interest could be, under some certain circum- 
stances, to withhold a dividend, whereas the other 
group might be more interested in the dividend. 
Have I got this wrong? 

MR. MAHAFFY: No, I think you have a 
point there, Mr, Commissioner, but I think one has 
to keep in mind the constitution of the Board of 
Directors because the Board of Directors in this 
company is all-powerful, as we say, and there is 
diversification in that Board. There we Mave 
three producing and processing members; two of the 
members are exporters, utility companies, and we 
have two who, you might say, represent John Q. 
Public as well as, specifically, the shareholders. 
Now I think in that diversification -- we have a 


problem, granted, because they represent different 
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Viewpoints; but, also, we have strength because 
of the diversification of the interests they 


represent. 
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MR. COMMISSIONER HOWLAND: Yes, I was 
looking over the qualifications you gave me of the 
Board. However, this is something we do not need 
to pursue. 

What. I would, like, if you could give 17 
to me, Mr. Mahaffy, was some background of the 
economic problems which led to the legislation. 

I would understand, I think, the legislation much 
more if I understood what the economic problems 
were which led to the legislation. 

MR, MAHAFFY: Sir, you will agree that I 
cannot give evidence of the intention of the. Legis- 
lature, when they passed this Act. Pie tis, 100 
for me to say; but I think one of the principal 
objectives, certainly, that our Board of Directors 
constantly keeps in mind is the elimination of 
waste caused by unnecessary duplication of pipe- 
line services within the province. 

Now, it is awfully hard to look down the 
road and try and guess where these pipelines should 
go but, nevertheless, to thesextent. that 2% we, 
shall I say, humanly possible, an effort 18 being 
made to so construct these facilities that these 
expensive duplications of lines will be avoided. 

I think another point which is very 
prominent is that -- a selfish viewpoint, if you 
want to call it that -- that we who live in Alberta 


think that a system as envisaged by this legislation 
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can be of very great help down the years to local 
Veriivies, eas Utilities, through, an interchange 
system of helping them to meet their supply re- 
quirements. 

The third, in the broader outlook, we 
are interested particularly, as the years go by, 
in the export of gas, whether it be to other parts 
of Canada or elsewhere, and, again, it is very much 
in the interests of the producers that the movement 
of that gas be made as economically as possible 
within the Alberta boundaries, anyway. We cannot 
say what happens after Che. Taciini 1G was Leltv 
that export of gas and the resultant prices to 
producers could be helped by the setting up of a 
system of this type. 

MR, COMMISSIONER HOWLAND: You would call 
this a wise anticipation of potential problems rather 
than dealing with problems which had already arisen? 

MR, MAHAPFY: Right. 

MR, COMMISSIONER HOWLAND: Thank you. 

MR, COMMISSIONER BRITNELL: T have just 
one question left, after the answers to the last two 
Commissioners. 

Is it the present expectation of Alberta 
Trunk Lines to build all the trunk lines necessary 
for transportation of gas for export from the province, 
subject, of course, to the sanction or ratification 


of the Conservation Board? 


oy, wee WES See LE Od OLS es sup 90 


1 4 
; | 
‘ ~~ an: Migvin-' 


‘ ; i tint. d i 
| iv as ay iv a 


(ol oF ec ks¢ oad Awe (ies +959 oe 


3p. 


a , 
- dak ” ebay : or 
Ss a ra + . 
} PS a - . | era * 
' M 4 ‘ Aa au <, aoe ‘2a a 
i; ie ok! 
> vas af 
‘ aT al r 6 ah 5 Fn rs 5 
9S ee igen pea? ee cain oe 
| font Poem Oy aes under pat to nedecel 
. ; 
oh ie ; coh 3 
: ‘ ? ra es . one ter, see! ae 
5 bs oe 4” Ustoer My 
Balhae Maen) 1 _ af aoment 
rT . - < meh se 
tec 
; L Lae fany hie al na? 5 vy 
. Shy arns 4 ett it” bx tes en Petes 
: d : . ssa ie 
ifs . . 7 . ‘ ri 
, : 6 Ne ae Sr fe rm ube eelerel | oe 
, ; Lips’ agncripie PO kbs (Oe ane ae a f 7 
opi ee Ge ae 3 Os JRE DS J eowwiat Sta 
ca wuz 
: { “a nie as 
: Press Biren, 
: A ae) y 
F \ hin IS Pip Gnn a rita ta Sa oe 
Ba 2 B. 
; ‘a aie aT Acct + f 7 
' os = Che 2 9 Saw ps Seki) 2D 
<n ae cea 
: ; es 
- > = ie, ea 
Loh A OG eT Ss 
a) 
ny Ata i“ R 
ec : hi, 
Ys 
a my ie a 
; 
ae 
Seed tor 
er a 
PRS ce one aes) 

aie 

+ 

et tay Ries aS 
- one . 


neh eat age! f te r y 
he > vane dt 2 
whe a] ge ee ot y “yp an ‘ 477 
i Dee OY 89: aM Meussrsl 
rfid) tase i ; a5 eit ’ ‘ i 
Le - 4 ’ ‘ 

; . et mares | z de os ei ee A Re gk | - 

Og wii 9 0% he ater ria 198 

ue Rea " The ee keer v 
RES MA Ad, Ye ie ee Pa Pa “ai Stet ‘ 

ae he ze 
a Ca ;t ~ 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO ao te 


MR. MAHAFFY: Yes, ‘sir, that 2&8 the expec 
tation. | 

MR. COMMISSIONER LADNER: In connection 
with the dividends, Mr. Mahaffy, what is the rate 
now? 

MR. MAHAFFY: Mr. Commissioner, there 
has been “no dividend declared “and there i's no “ex=] 


peevation of ‘any dividend for another three or 
four ‘years. 

MR. COMMISSIONER LADNER: But what 
interested me was this, I think, a simple proposi- 
tion: the shares are over-subscribed by something 
in excess of $60 million and it seems to be a 
combination of a public ownership and a private 
ownership, and I would presume that the private 
ownership would have some expectation, some expec- 
taney of dividends. 

My question is, has the Board any particu- 
lar policy on that question? 

MR. MAHAFPPY: No policy, sir, except ‘to 
put it this way, perhaps: this Board of Directors 
does have quite a responsibility. This company 
is being operated, you might say, on public utility 
principles; I mean, it is not a get-rich-quick 
company. The directors certainly are endeavouring 


to set it up and to operate it on, as I say, a 


public utility principle and a fair rate of return 


on money invested and, subject to capital requirements 
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that might be needed for expansions, enlargements 
of the system and so on I am quite sure -- and I 
speak personally now -- that dividends will be 
declared and will be probably on a fairly regular 
basis as soon as 1t is possible to do it. 

MR, COMMISSIONER LADNER: Well, Section 
27 gives the Board power to make by-laws in respect 
of the declaration and payment of dividends to 
shareholders. Are there any such by-laws? 

MR, MAHAFPY: I think what you are asking 
me, sir, and please correct me if I am wrong: you 
are asking if there is any by-law declaring or 
setting a dividend? 

MR. COMMISSIONER LADNER: Any by-law in 
respect of dividends, whether declaring or whatever 
Lt may be. 

MR, MAHAFFY: Well, there are references 
in what we call our general No. 1 by-law for pro- 
cedures to be followed in declaring dividends, but 
there has been no specific declaration of. a dividend. 

MR, COMMISSIONER LADNER: And no rate 
set? 

MR, MAHAFFY: NO, Sic. 

THE ACTING CHAIRMAN: Mr. Frawley? 

MR, FRAWLEY: IT only want to have ex- 
plained one matter: your capitalization calls for 
1,750 Class B common, Group 3 shares, and I have 


added up the number of Group 3 shareholders and 
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they come to about 69 or 70. From that I must con- 
clude that only 69, if that is the correct figure, 
Nevevappiied for’shares in that group. 

MR. MAHAFFY: My recollection is, Mr. 
Frawley, that no applicant for those particular 
Group B shares was turned down on the grounds that 
he was not qualified and, consequently, if there 
are 69 shareholders there, then those are all that 
have applied, 

I perhaps should point out that the total 
of those shares issued is 817, and there are 1,750 
of them, and you will find a similar situation in 
tie eroups land 2, Now, the reason that all of 
those shares were not allotted and issued is be- 
cause, without having to apply for an increase in 
capitalization, we wanted to have the additional B 
shares in the treasury, so that when new producers 
qualify and come along and want to purchase shares, 
or new exporters or new utilities, we still have 
B shares in the treasury and further issues of 
those shares can be made. 

MR, FRAWLEY: in this Group) 3 4-=]and 
those are the producers and processors? 

MR. MAHAFFY: ThaweLs Teorrecy. 

MR. FRAWLEY: Are there applications coming 
in from time to time? Is it an active thing? 
MR. MAHAFFY: No; “Ltr is not. 


MR. FRAWLEY: The Group 3 shareholders, 
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as you have listed them in your brief, are those that 
had applied and were allotted shares when the com- 
pany started off? 

MR. MAHAFFY: Lav LS "COPE. 

MR, FRAWLEY: And there has been no 
interest, shall I say, manifested by other producers 
in applying for shares? 

MR. MAHAFFY: That is correct, Mr.Frawley. 

MR, FRAWLEY: And I do not know, but I 
suppose you would know: there are many more than 
69 persons, firms or corporations engaged in pro- 
ducing or processing in Alberta? 

MR. MAHAFFY: I doubt if there are many 
others. This is pretty well a "Who's Who" of the 
oLl *pusiness, I think, 

MR, FRAWLEY: I am glad to have you tell 
me that, and I will just put one last question this 
way: 

There are no important producers that 
have stayed out and have not applied for and been 
allotted shares, and I am thinking, again, of 
GPOUD =. 

MR, MAHAFFY: I don't think *ofaany, 

MR. FRAWLEY: Well, unless you can think 
of them conveniently, Mr. Mahaffy, I take it that 
there are none. 

MR. MAHAFFY: IT have just been reminded 


that this list of shareholders, it should be kept in 
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mind, must have a gas qualification, For instance, 
there might be a company involved -- it .1s-hard to 
imagine, but there might be a company involved 
PnoGlPely in 01] operations, who would not quality 
for these B shares, 

MR, FRAWLEY: You are not running an 
oil pipeline business? 

MR. MAHAFFY: No. 

MR, FRAWLEY: Thank you. 

THE ACTING CHAIRMAN: Mr, Mahaffy, on 
behalf of the Commissioners, I wish to thank you 
and your colleagues very much for submitting this 
Beet. I am sure, with the strong Board of 
Directors you have here, the future of this company 


is very bright. We thank you, 


THE ACTING CHAIRMAN: Meo.. Pattilie, saad 
we be going ahead with the B-A 011? 

MR. oP AT tlsO: Yes, Mr. Chairman, I am 
going to suggest that we proceed at once with the 


submission of The British American Oil Company Limited. 
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Submission of 


THE BRITISH AMERICAN OIL COMPANY LIMITED 


Appearances: 


Mein Wwipinclair Counsel 

Mr, Edward D. Loughney Senior Vice-President 

Me. Floyd Det Aaring zone Production Manager 

Mr. James A. Strand Petroleum Engineering 
Supervisor 

Mr. Sydney J. Anderson Production Engineering 
Advisor 

Mr. Richard E, Martin Reservoir Engineer 

Mr, Stanley G. Pearson Manager, Exploration 
Department 

Me. vonn S&S. Wontor Chief Sub-surface 
Geologist 

Mr, Nicholas M. Ediger Senior Staff Geologist 

Mieevsonn -R, varnell Manager, Services Depart- 
ment 

Me E. Eric Hargreaves Supervisor, Budget and 
Statistics 


MR. PATTILLO: Are you ready, Mr, Sinclair? 
MR. SINCLAIR: Yeo, veamats 
Mr. Chairman, I am Mr. W. R. Sinclair and 
IT am appearing today as counsel for The British 
American Oil Company Limited. Our submission will 
be read by Mr. E. D. Loughney, Senior Vice-President 


of the company. 


I have, sir, a list of the various officials 
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of the company who have been associated in the pre- 
paration of our submission, and it might be of 
assistance to the Commission if you had copies 

of those names available. I might briefly read 
their names and their qualifications appearing on 
the List. 

First of all, we have Mr, Loughney, 
senior Vice-President; and then, in connection with 
the engineering aspects of the submission, we have 
Mr, Floyd D. Aaring, Mr. James A. Strand, Mr. Sydney 
J.eonmouerson, and Mr. Richard &. Martin, 

In connection with the geological aspects 
of the submission, we have Mr. Stanley G. Pearson, 
Mewwonn SS. wonfor and Me, Nicholas My sdieer. 

Then, on the economics and statistics 
aspects of our submission, we have Mr. John R, 
Yarnell and Mr. E. Eric Hargreaves. 

We have, sir, filed with the Commission 
25 copies of our submission and perhaps that might 
be marked as the first exhibit. 

MR, PATTILLO: That will be C-26-3. 
-~--EXHIBIT NO. C-26-3: Brief filed on behalf of 

The British American Oil 
Company Limited. 

MR, SINCLAIR: Sir, our plan is. to ask 

Mr, Loughney to read the brief; but he will, on 


occasion, ask some of our officials to perhaps 


| read an appendix or to explain a chart. After the 
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brief submission has been read and should there be 
any questions, as no doubt there will be, we would 
Suggest that they be directed to Mr. Loughney and 
he will refer them to members of the group as may 
seem desirable. 

I think now, with the Commission's per- 
mission, we might commence with the reading of the 
orveD. 

THE ACTING CHATRMAN: Mr. Loughney, we 
are listening. 

MR, LOUGHNEY: It is a pleasure to appear 
before this Commission and we welcome the opportunity, 
Mr. Chairman, to present this brief. 

In the following submission our comments 
will be restricted to matters of fundamental con- 
cern to British American as a natural gas producer. 
At a later date we would welcome the opportunity 
to present our views on other subjects within the 
scope of the Commission's inquiry. 

Recommended Gas Export Policy: iy our 
opinion the policy that will best serve the 
national interest, in relation to the export of 
gas as an energy source, is one permitting the 
imediate export of quantities determined to be sur- 
plus to the foreseeable needs of Canada. The 
future requirements of Canada should be of para- 
mount importance in determining the quantities of 


| 

| gas available for export. 
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This recommendation is based on the 
following conclusions: 
ar Canada has, and will continue to have, 
exportable quantities of gas surplus to her own 
future requirements. Surplus quantities should 
be determined by relating future requirements to 
future reserve trends. 
ee A policy permitting the immediate export 
of available surplus, by providing the necessary in- 
centive for the development of existing reserves 
and the discovery of new reserves, is the best way 
of ensuring that adequate reserves will be developed 
to meet future national requirements. 
3 The continued growth of the industry will 
require heavy capital expenditures in the search for 
new reserves, in the development of existing re- 
serves, and in the construction of processing: plants 
and related facilities. Markets must be made 
available to attract the capital required for this 
growth, 
4, The demand for natural gas in Canada, 
in relation to the reserves presently available and 
to be discovered, does not provide adequate incen- 
tive for continued gas exploration and development. 
Markets outside Canada are required now to avoid a 
serious setback to the continued expansion of the 
BCU 
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ANGUS, ones & CO. LTD. oe 
industry will have far-reaching beneficial effects 
on the overall economy of Canada, The development 
of export markets for gas will assure the continued 
flow of funds into the economy for further expansion, 
creating additional employment and materially 
assisting Canada's balance of trade position, 

British American's Position in the 
Industry: British American is a major holder of 
gas reserves in Canada, and has been concerned for 
many years with the problems relating to the 
production and disposition of natural gas. 

To illustrate how essential export 
markets are to the industry, we feel it would be 
helpful to the Commission to describe British 
American's position and to demonstrate the impor- 
tance of this subject to its operations. 

British American has a proven marketable 
reserve of natural gas of three trillion cubic feet 
located in fields throughout Western Canada. This 
reserve represents an investment at December 31, 
1957, of $48.6 million in gas wells and properties, 
gathering systems, processing Plants, and reratved 
fact Ppres, A further $22 million expenditure is 
planned for 1958. To date, British American has 
received $854,000 of net income from this investment. 
Fifty per cent of this reserve is committed to pipe 
lines presently under construction or in operation. 


The remaining reserve is awaiting markets. 


ian we, 


Ay . : 
SB 7a Ki 
: is 


MBL. 
* ee 


Raachegnialn cnttionote 


Pepin: taysk. at 


q iene aul =, ee ao ae ved a 


ote BS 


ite ibe Legs, ee Pa oe TOD. TNHODE aa 


¢ilatweacse bee Cheb Oto: Te 


eye eB 
<i ie 7 4 


/ Oo % 5 f R z > o BPE: SS > “d mae & a ri Sigh “ae #3 ne poe cub he ‘ q 

4 $ See): - Hive. Ee ne, , { 

| | ey, See 
SOF OSaeansoions..caed gars “ehahed BE BaVIs884 S 
on . #8 iy Ge ;. ae art . 4a ae us : Peay nN 


; f ie Bick oo chee yee res. aioe Apa ty 
SETS a. b et ee pip : oid ni he atB9Y wis 
ae 3 pyste iee 


Bre € nod souborg 


oe oe 


es a , A ee Lgey Vint teas hase ‘eel? of kn adoxean | 


rae we, 
ae 


Vi 7 fe ae is ee | 
sf SP Sts | oie oa Shy otk te tet tein ‘otis ot tortg teat” .. 
Eye? ; ' / ity i < an gd Ace ae 4 ‘i 
yaa : i ee mie | 
Ogi Srikt shatter ont tie oy ne wed be og. s nas toma 
hyd gee y " Aer ah = o Ee peg ts Pep. es 
pepo on 1 c PN ES ee P © 3 to atta * ett 7 10 oa8y 
A eat cltiy ‘ - me “4 a vy J Negoe if ‘ 
La PEON: SROTUEE eh ete RSD fon “de Hand Di. Vly 
t 'otdeo AOL Ind Soir RS “ge” ‘Lert to pean t 
Ea, ‘ An ea Ree che 
eit?’ > unl > reiotes) - drarigebadd e ioe at botanat, 
i¢ tedmdool dn. demstBevel ES tis ‘Winseeraer avisned. 
veigregotg hus effew Sey POL eihan 
DATO. 9S BES wadreia gate Ong Ceneteys gatvedtes | 
ngs re | : ieee = | i eRe 
hh qe! Pires , raw Ow. * ee: ¥ ne a tbe ie } 
1d say Rises cot lL bm SOR ae it ” is LLowr 


eM Aes MRI Cee i PP fuoks rie ‘ 


eae ee ates oho geet «or “bearatg « 
SRO adic ae) STA, 
(tromtaay cit SOUS . MIRE HMOD Mate den Neg / G09, Hoot: hovers 
a we wee pee Mee 


Sahy of Het thamas,, at ues aati ais te ‘tie0" ints breast 


re eis th ey 


- 
~ 
i 
~ 
“> 
ses 
= 
SA 


a ROSS BY 


Wea 


2582 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


While British American has this direct 
interest in the development of export markets, we 
also believe it is in the interests of the natural 
gas industry and of the werall Canadian economy 
that immediate markets be found for the available 
Surplus. 

Western Canada Hydrocarbon Reserves: 

A. Ultimate Reserves in the Western Canada Sedi- 
mentary Basin: - 

For the purposes of this submission, ulti- 
mate recoverable reserves of hydrocarbons for “estern 
Canada have been determined by a volumetric method, 
using for comparison the Mid-Continent area of the 
United States, where the types of sediments, types 
of entrapment, and total geological cclumn are 
Similar. The Western Canada Sedimentary Basin is 
within the same geological province as the Mid- 
Continent area, which includes such prolific 
regions as Texas (exclusive of the Guif Coast), 
Oklahoma, Kansas, Eastern New Mexico, Eastern 
Colorado, and Eastern Wyoming. 

Estimated virgin reserves for the Western 
Canada Sedimentary Basin recoverable by primary methods 
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Ultimate 
Reserves 
Crude 01! (billions of bbls.) 18 
Producible Gas (trillions of cubic 
feet) 308 
NearpMpeticas Liquids, 2nelucing 
Condensate (billions of bbls.) bes 


For derivation of the ultimate reserves, 
each portion of the Western Canada Sedimentary 
Basin has been analyzed separately. We are of 
the opinion that these ultimate recoverable re- 
serves are conservative, and will be further in- 
creased as the quality of exploration and recovery 
methods are improved. Further particulars with 
respect to this estimate are contained in the 
Appendix. 

I would now like to ask Mr, Pearson to 
read the appendix. 

MR. PATTILLO: Mrs Chatriiam. before 
we get into the appendix, this might be a,ego0d 
place to break for ikbigreee 

THE ACTING CHAIRMAN: Shall we resume 
at two o'clock this afternoon? 


MR. PATTILLO: Two o'clock. 


_.-\Ihereupon the hearing adjourned, at es ah ae eile 5 
vnc. 2.00 p.m. 
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---On resuming at 2.00 p.m. 


THE ACTING CHAIRMAN: Gentlemen, we will 
now resume our hearing. I think we were starting 
with Exhibit 1 and Mr. Loughney was having someone 
else read. 

MR, LOUGHNEY: Mr, Pearson. 

MR. PEARSON: Gentlemen, if you will turn 
to the appendix at the back of the brief there which 
Mr. Loughney has been reading, page IMoLethe 
appendix, I will read from that. 

Ultimate Hydrocarbon Reserves in Western 
Canada Sedimentary Basin: The Western Canada 
Sedimentary Basin (Figure 1) encompasses that portion 
of Canada lying between the Precambrian Canadian 
Shield on the east and the Cordillera on the west, 
the 49th Parallel on the south and the Arctic Ocean 
on the north. This region is almost synonymous with 
the term Interior Plains, but also includes the 
foothills belt and the Intermontane basin. of the 
Cordtitera. It excludes the Arctic Archipelago. 

Within this basin, 602,000 square miles 
are considered favourable for oil and gas explora- 
ti ory. (Table 1.) This area is underlain by 
approximately 789,000 cubic miles of favourable 
sediments lying west of the 1,000 foot isopach. 
Within this area, the base 4g the Precambrian base- 


ment, or a maximum depth of 20,000 feet. 
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The Western Canada Sedimentary Basin is 
the most important petroleum region in Canada, not 
only because of the large reserves of oil and gas 
that have already been discovered within its boun- 
daries in a very short time, but because of the large 
volume of prospective sediments and the presence 
of many types of traps considered favourable for 
oil and gas accumulation, 

The Western Canada Sedimentary Basin is 
the northern extension of the Mid-Continent region 
of the United States. (Figure 2). As these two 
areas have a similar geological history and the 
same conditions for the entrapment of hydrocarbons, 
they are regarded geologically as one petroleum 
province, 

The ultimate reserves of petroleum and 
natural gas for Western Canada were determined 
by comparing this region with the volume of sedi- 
ments, reserves, and exploration history of che 
more heavily explored Mid-Continent portion of this 
petroleum province. This method, described by 
L. G. Weeks, (Weeks, 1.G. "Concerning Estimates of 
Potential Oil Reserves", Bull, Amer.Assoc, Petrol, 
Bese ioxumes), ‘No. 10, Dp ORY -1953— 1950) 
consists of relating ultimate reserves to the 
volume of favourable sediments and the explora- 


tory effort. 
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region had found average virgin reserves (Virgin reserves 
are defined as the sum of cumulative production and 
proven and probable eee eee reserves) of 63,575 
barrels of liquid hydrocarbons and 254 million cubic 
feet of virgin reserves of natural gas per cubic mile 
of favourable sediments. The ultimate recoverable 
reserves predicted for the entire continental United 
States are approximately three times the present day 
Virgin (reserves. (The current total virgin reserves 
for the United States are 91 billion barrels of 
liquid hydrocarbons and 400 trillion cubic feet 
of gas. The ultimate total, virgin reserves, are 
estimated by eminent authorities to be between 210 
billion and 300 billion barrels of liquid hydro- 
carbons and 1,200 trillion cubic feet of natural 
gas.) (Hill, K. E., Hammer, H. D., and Winger, 
J. G., “Future Growth of the “orld Petroleum Industry", 
the Chase Manhattan Bank, New York, pp. 27-29 - 1957.) 
Applying this "Ultimate Reserve Factor" ("Ultimate 
Reserve Factor" is defined as the ratio of ultimate 
virgin reserves to present virgin reserves.) of three 
to the Mid-Continent results in ultimate virgin re- 
serves of 190,725 barrels of liquid hydrocarbons and 
763 million cubic feet of natural gas per cubic mile 
of prospective sediments in this region. 

Similarly, the ultimate virgin reserves of 
gas, natural gas liquids (All reserves and reserve 


growth were estimated using total liquid hydrocarbons. 
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Veaaes 


The reserves of natural gas liquids were determined 
by using the present day ratios of natural gas liquids 
to natural gas, in barrels per million cubic feet, for 
the various portions of the Western Canada Sedimentary 
Basin, and applying these ratios to the predicted re- 
serves of natural gas. Reserves of natural gas 
liquids obtained in this manner were subtracted from 
the estimated reserves of total hydrocarbons to obtain 
ultimate virgin reserves of crude oil) and crude oil 
have been determined by two steps for the Western 
Canada Sedimentary Basin. 

First, this was done by analyzing portions 
of this basin and estimating the proven reserves within 
them when an exploratory effort equivalent to the current 
Mid-Continent exploratory level was reached, (This 
estimate took into consideration geologic history, 
volume and type of sediments, and present virgin re- 
serves, ) 

Second, an "Ultimate Reserve Factor was then 
applied to each portion. This Factor is approximately 
equal to’two for’ the whole of Western C.nada, and is con- 
sidered extremely conservative compared toethier is cure 
of three commonly used for the United States. AMeGbises 
ultimate virgin reserves were determined for the Western 
Canada Sedimentary Basin of 69,380 barrels of liquid 
hydrocarbons and 390 million cubic feet of gas per 


cubic mile of sediments. 


Therefore, the total ultimate virgin reserves 
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for the Western Canada Sedimentary Basin, exclusive 
of the McMurray oil sands, determined by this 


company are as follows: 


Ultimate 
Natural Gas 
(Reference:Table IT) 308 trillion cubic feet 
Natural Gas Liquids 6.3 billion barrels 
Crude Oil 48,4 billion barrels 


The petroleum industry in Western Canada 
has a present virgin reserve of some 33.2 trillion 
cubic feet of natural gas. This is an impressive 
total when it is considered that exploration of this 
Vast and potentially prolific region is still in 
tos infancy. 

At the present time, the industry has dril- 
led one exploratory test (an exploratory test is 
defined as any well that is drilled in search of 
new and as yet undiscovered pools or in search of 
long extensions of pools already discovered) for 
every 111 cubic miles of prospective sediments. 

When this is compared with a density of approxi-— 
mately one exploratory test for every Tab Cubbie 
miles of favourable sediments in the continental 
United States, it is immediately apparent that the 
Western Canada Sedimentary basin is still compara- 
tively untapped. 

The paueLty-or exploration is even more 


apparent when it is considered that the three prairie 
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provinces, the area of most concentrated drilling to 
date, contains 6,200 townships out of a total of 
11,050, or more than 55 per cent of the townships 
that do not have a test of any description within 
their boundaries. In addition, only the upper por- 
tion of the stratigraphic column has been explored by 
drilling. Less than 400 wells out of a total of 
22,500 wells have penetrated the entire sedimentary 
section to the Pre-Cambrian, 

As of December 31, 1957, virgin producible 
natural gas reserves of 4.6 billion cubic feet per 
exploratory well had been discovered in Western Canada, 
This is approximately 2.5 times the U. S. discovery 
rate of 1.85 billion cubic feet per exploratory 
well. Assuming reasonable incentives exist, LG 
4s estimated that 25,000 exploratory wells will be 
drilled in Western Canada during the next 25 years. 
This represents an average rate of 1,000 exploratory 
tests per year. 

The history of the U. S., particularly the 
Mid-Continent, has shown no appreciable decline in 
the discovery of additional natural gas reserves 
over the past 30 years. Therefore, we have assumed 
that the present rate at which each exploratory well 
in Western Canada adds to our gas reserves will also 
remain reasonably constant, and will result in total 
virgin reserves of 150 trillion cubic feet of 


natural gas by 1982. 
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A brief appraisal of the gas potential of 
each of the geological regions of the Western Canada 
Sedimentary Basin is as follows: Present virgin gas 
reserves of Manitoba and Saskatchewan are small, and 
are indicative of a relatively small ultimate po- 
pence Of Ghiis Pegion, Most of the gas will be 
found in Western Saskatchewan or in pre-Devonian 
beds in southern Saskatchewan. 

The Alberta Plains are subdivided into the 
Sweetgrass Arch area of Alberta, Alberta Basin, 
Peace River Arch and Basin, and northern Alberta. 

It is expected that considerable gas will 
be found in southern Alberta (Sweetgrass Arch area ) 
in the near future as the intensity of exploration 
is increased. This area has, at best, been only 
scantily explored in relation to the southern part 
of the Alberta Basin. 

In the southern part of the Alberta Basin, 
considerably more gas will be found, particularly from 
the Mesozoic sediments of the eastern portion of the 
province and from the Cretaceous, Mississippian and 
Devonian of the western part. The northern part 
of the Alberta Basin is relatively unexplored and 
the potentials of this area are great, both from 
the Palaeozoics and Mesozoics. 

To date the Peace River Arch and Vicinity 
have been noted largely for the occurrence of gas. 


This area is relatively unexplored and considerable 
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quantities of gas should be found. Exploration 

in the Northern Alberta Basin, although in its infancy, 
has ylelded ample evidence of gas. The thick 
favourable sediments within this basin suggest a 

vast amount of gas will) be discovered: 

In the Alberta Foothills, the major gas 
fields found to date all lie within the southern 
foothills. Of these fields, Jumping Pound, Turner 
Valley, and Pincher Creek account for apouL 20 per 
eens Of che vVirsino ges reserves. I might emphasize 
that is 20 per cent of the total gas reserves of 
Western Canada. The Central Foothills Area has 
just come into prominence, and recent discoveries 
such as Stolberg, Lovett River and Panther Dome 
indicate a great potential for this part of the 
foothills: 

The northern foothills of Alberta are un- 
explored to date and large reserves of gas undoubtedly 
occur as the sediments and structures are similar to 
those both south and north. 

The deep and difficult drilling and heavy 
exploration programs required add to foothills costs, 
put the attractionof thick pay sections in giant 
structures will result in an acceleration of explora- 
tion activity in the foothills area. ve feel the 
gas reserves of the foothills will be increased to 
Bit6e trillion cublefeex. 


Numerous gas fields have been discovered 
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in the Mesozoic and Palaeozoic in the Fort St. John 
area of northeastern British Columbia, although the 
area has only been lightly explored. The northermost 
part of British Columbia plains have been tested by 
only a few exploratory tests, but gas in large quan- 
tities has been found as far north as Fort Nelson. 
Inasmuch as the types of sediments are favourable 

and the thicknesses are great, a large number of 

gas discoveries will be made, 

The intensity of exploration effort will 
slowly increase throughout northeastern Brivis 
Columbia and, we feel, should reach its peak about 
1985. 

The Northwest Territories and Yukon are 
relatively unknown as to their potentials. Their 
geographical position, distance from markets and 
lack of detailed geological data have forced us to 
downgrade this area but the Territories do hold 
great promise. However, improved equipment, new 
roads and other facilities are helping to overcome 
the opstacies. Exploration in the Territories 
should reach its highest intensity in the period 
after 1990. 

In conclusion, we feel that this estimate 
of virgin reserves is conservative. These reserves 
will be increased as the quality of exploration and 
the means of recovering oil are improved througn 


technical advancement. The point in time at which 
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these ultimate reserves will be attained is difficult 
to determine since it is. governed by economics, 
exploratory methods, and many other intangible 


factors. 
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TABLE 1 
WESTERN CANADA SEDIMENTARY AREA 


Area & Volume of Sediments 


Prospective 
Area - Volume 
Prospective Favourable 
Total Area Avea(1) Sediments in 

Area Square Miles Square Miles Cubic Miles(2) 
Manitoba & 
Saskatchewan 22k 677 ny one as) 164,011 
Alberta Plains 225 , 549 210,068 DET, lalO 
Reperca Foothilis 13,301 eo oe 49,168 
Northeast British 
Columbia Blpeoe Bg coe 125,765 
Yukon & Nortnwest 
Territories 228 , 546 L45 , 369 163, a2 
Western Canada 
Total 753.325 GOL, 203 789,166 


(1) Prospective Area: Area where sediments 
are thicker than 1,000 feet. 


(2) Volume of Sediments: Sediments of prospective 
area to a maximum of 20,000 feet. 
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Gentlemen, it is my understanding that 
Mr. Loughney will now proceed with page 5 of 


the brief. 
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MR. LOUGHNEY: B, Present Reserves: British 
American has prepared the following estimate of 
the .present proven and probable oil, gas, and 
natural liquid reserves of Western Canada: 


Present Reserves 


(Proven and Probable) 


Crude O11 (billions of bbls.) Bey 


Producible Gas (trillions of 
cubic feet) 28.591 


Natural Gas Liquids including 

Condensate (billions 

Of pbis.:) 0.595 

The gas reserves referred to above are on 
a producible basis, and have been computed by in- 
cluding raw separator gas for dry gas fields and 
solution gas fields where product recovery, facili- 
ties are presently available or in course of con- 
SLCUeTLON. For wet gas fields, where extraction 
facilities are anticipated within the next few 
years, the raw separator gas has been shrunk for 
the liquid product expected to be obtained from 
plant operations. To obtain marketable or pipeline 
gas, it is necessary to deduct from the producible 
gas reserve, plant and lease fuel requirements, line 
losses and reserves considered not readily acces- 
sible to markets. 

The above estimates were prepared for 
verification purposes. Inasmuch as the estimate 
of gas reserves agrees within 6 per cent of the 


corresponding Canadian Petroleum Association estimate 
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of proven and probable gas reserves, and since the 
latter estimate was prepared on the basis of geo- 
logical and engineering data not available to 
British American, we endorse the C.P.A. estimate. 

The present marketable gas reserves in 
Western Canada are considered to be 27.5 trillion 
cubic feet. This figure has been derived by taking 
the proven and probable producible gas reserve of 
S022 eritlion ‘cubic. feet .as reported by the’ Clr A. 
and applying an appropriate reduction for conver- 
sion to marketable gas. 

We have prepared a glossary of terms 
which may be helpful to the members of the Commis- 
Sion, by way of definition, and I would 1iike vo 
reseGvunie.mow-for the record, 

The following is the definition of the 
Lerms sed in, this prier: 

Procduenpile: Reserves: Producibile: reserves 
are the volumes of gas that can be recovered atter 
reduction has been made for the volumes of liquid 
products or sulphur that it is anticipated will be 
extracted by means of plant operations. For wet 
gas fields this shrinkage correction is always 
applied; for solution gas fields, this correction 
is made only where plant facilities are already in- 
stalled or under construction. 

Marketable Reserves: Marketable reserves 


(or pipeline gas) represent producible reserves less 
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Tara oe 


plant and lease fuel requirements, line losses 
and reserves presently considered not readily ac- 
cesci ble “to markets. 

Present Reserves: Present reserves 
represent our best estimate of the remaining 
reserves that will be recovered. In this report 
the present reserves are considered to be the sum 
of the proven and probable reserves.” Present re= 
serves may be present producible reserves or present 
Merikevaole reserves. 

Virgin Reserves > Virgin reserves are the 
cumulative reserves which have been discovered up 
Go a-certain date, and are equal to the reserves 
remaining at that date plus the reserves which have 
already been produced. Virgin reserves may be vir- 
gin producible reserves or virgin marketable reserves. 

Ultimate Reserves: Ultimate reserves are 
the ultimate virgin reserves that can be recovered 
from a geologic province. Ultimate reserves are 
also referred to as potential or possible reserves, 

Tf you will turn now to page 6, please, 
we will continue with the brief, 

Growth of Reserves and Consumption of Gas: 
We intend to demonstrate to the Commission that 
the relationship between the growth in reserves and 
the growth in consumption provides a realistic basis 


from which a sound gas export policy can be derived. 


— Reserve Growth: In the Appendix it is 
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Shown that by pursuing an exploration program 
involving the drilling of an average of 1,000 
exploratory wells per year, a virgin producibile 
Pacsureserve of r150 trillion cubic feet ucan gs 
discovered and developed in Canada by 1982. This 
reserve represents approximately 134 trillion cubic 
feet of marketable gas. 

Exhibit I shows for both Canada and the 
United States the average annual reserves discovered 
over five-year periods. The data are shown in 
ta0ular form in Exhibits II1l and LV... fn Ganadavee— 
tween 1951 and 1955 the average annual increase in 
reserves has been 2.8 trillion cubic feet, accom- 
plished without extensive wildcat drilling for gas 
and in the absence of incentive for development. 

We are confident that with the incentive 
for exploration and development that will come 
from export markets, the discovery rate and annual 
growth in reserves will show a very marked increase. 
The reserve growth, resulting from exploration and 
development, need reach only 4.4 trillion cubic 
feet per year by 1965 and remain constant there- 
after, in order to attain a virgin marketable re- 
serve of 134 trillion cubic feet by 1932. 

Exhibit I also shows clearly that the 
stimulus of an increasing annual demand, such as 
has been experienced in the United States, will 


result in a marked increase in the rate of discovery. 
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Over che period: 1920. «tol 957 demand tor gas? n 

the United States increased over tenfold -- from 
0.76 trillion cubic feet per year to 10.36 trillion 
cubic feet per year. Over this same period, the 
average annual increase in reserves multiplied 

over twenty times -- from 0.76 trillion cubic feet 


in G20" tO 22.65 trillion cubile “feet "in 1957% 
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The experience of the United States in 
reserve growth over the,period 1920 to 1957 indi- 
cates clearly that the projected growth of gas 
reserves for Canada from 1957 to 1982 is conserva- 
tive. 

Exhibit II shows the cumulative growth 
of Canadian and United States reserves, Virgin 
marketable gas reserves in Canada have increased 
from approximately 2 trillion cubic feet, follow- 
ing the development of the Turner Valley Gas Field 
Pron tberta in "1924, toll .6 tri litem cupee toe an 
the end of 1955. The reserve of marketable gas 
to be discovered by 1982 of 134 trillion cubic 
feet is, of course, only a portion of the ultimate 
Canadian gas reserve. 

The estimated gas reserves and consump- 
figmeot gas in Canada” av the end of 1957 are as 
follows: 

Remaining Reserve O75 UPL 1A1On COnL eer 


Cumulative Consumption Lev (tris onscubre- fees 


Annual Consumption O.16C triliion euure rces 
per year 
Consumption Growth: The growth of con- 


sumption of gas in Canada and the United States is 
shown in Exhibits I and II. Exhibit I shows the 
average annual consumption over five-year periods. 
Exhibit II shows the cumulative growth. 

It will be noted from Exhibit II that 


cumulative consumption of natural gas in Canada is 
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expected to increase from L.7 trillion cubic feet 
Piero CON ol. Oo trillion cubic feet in 1982, the 
difference of 26.1 trillion cubic feet representing 
the estimated total requirements of Canada and 
authorized export projects to the United States 
over the period. 

i believe. 1t would be helpiaie at ea tae 
point. would call.on Mr... Strand, to expleainemore 
in detail, the charts. 

MR. STRAND: Mr. Chairman, I call your 
attention to two exhibits that we.have here; 
Behabit Land Exhibit.ti.. Thevyeareubotiure le ace 
Pea tie wack Of cur. brier, 

Exhibit I shows the growth in annual 
marketable gas reserves and gas consumption in 
Canada and the United States, the United States 
being shown in blue, Canada in red. At. the deft 
hand ordinate are the growth of reserves and con- 
sumption in trillions of cubic feet per year 
plotted against time. 

In Exhibit II we see virgin marketable 
gas reserves and gas consumption on cumulative 
basis rather than on a rate basis as was shown in 
Exhibit I; exactly the same data used in Exhibit 
I is re-plotted in Exhibit II on a cumulative 
basis. 

The left hand ordinate shows virgin re- 


serves and cumulative consumption in trillions of 
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cubic feet plotted against time. 

We have just noticed in the glossary, 
virgin reserves are defined as "remaining reserves 
at any date plus all cumulative production to 
that date’. 

In the United States in 1920, 760 biJsiowe 
cubic feet of new gas reserves were being added 
each year. That was exactly equivalent to the rate 
of consumption in the United States in 1920, which 
Was .2L805, (O00, billion cubic, feet, pegaycears. 

Referring to the cumulative curve in 
Exhibit II, in 1920 the virgin gas reserves were 
ier liion. cubie feeu. The cumulative consump- 
tion to that time was 2 trillion cubic feet, 
leaving a remaining reserve in the United States 
SowtOl ckOeO: Of. 5 tiga won seubie feet. By divi- 
ding the remaining reserves at a particular time 
by the current consumption rate you calculate 
what is assumed the remaining life of reserves ag) 
the United States in 1920 that would be computed. 
By taking the.15, tritiion cubic feet remaining re- 
serves and dividing by the current consumption rate 
of 760 billion cubic feet per year, on that basis 
the remaining life of reserves in the United States 
was 20 years. 

Following 1920, there was a marked in- 
crease in the discovery of gas in the United States 


Mai wore Oo iaeceet trillion cubic feet of new 
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Bas eeoucr ves, were being addedswcech year, 

2neve Was a JeOrres ponies  nieremco nin 
demand in the United States during the period un- 
G11 in 1957, 10.4 trillion cubic, feet of gas was 
being consumed each year. 

Referring to the cumulative chart during 
this 3(—year period, from 1920 wo 195]... 3fe cri Eon 
cubic feet of new gas had been added, leaving a 
MEvewMe reserve. in. Oo or, 389 trillion cubic feet. 
The increase in demand resulted in cumulative 
demand at that date of 141 trillion cubic feet, 
leaving a remaining reserve of 248 trillion cubic 
meet. 

We have plotted the reserves and consump- 
tion on the cumulative basis in Exhibit II using 
semi-logarithmic paper so we would be able to in- 
clude the large figures necessary so that the two 
could be compared. On this semi-logarithmic paper 
it appears the reserve growth and consumption 
growth are more or less parallel. 

I would just like to point out at this 
time the increase in remaining reserves; they are 
not, in actuality, parallel, but, actually, ao 01920 
the remaining reserve was 15 trillion. Tr L.95 Ge 
ous trillion. So, the remaining reserve actually 
grew six times during the period. 

In Canada the gas reserves increased 


from, approximately, 2 trillion cubic feet during 
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the 1920's following the development of Turner 
Valley up to 21.6 tridiion cubic feet in 1955. 
The’ rate of reserve growth during the period 1951 
to 1955 was 2.8 trillion cubic feet per year. 

The present remaining reserves in Canada, at the 
end of 1957, are considered to be 27 Wie LoL LEO 
cubic feet. During 1957 the average consumption 
of reserves was 180 billion cubic feet. Conver- 
tine Ghis, to remaining life of reserves, jou 
ecaticulatce 153 years. 

I would like to make one correction 
I said that the remaining reserves in the United 
States had increased six times. I believe that 
is, actually, 16 1/2 times during the period. 

In considering the future prospects for 
reserve growth in Canada, we have heard yi, dahic 
appendix to our brief that the ultimate virgin gas 
reserve that could be discovered in Canada is 
206 trillion cubic feet. You will note that that 
is quite a way off our graph. We also noted in 
the appendix that by pursuing an exploratory effort 
involving drilling of only 1,000 exploratory tests 
per year, approximately equivalent to the number 
drilled in 1957, that 150 trillion cubic feet of 
gas could be discovered by 1982 on a marketable 
pasis. That represents 134 trillion cubic feet 
that we show in 1982. The development of that 134 


trillion cubic feet of gas by 1982 can be obtained 
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by a reserve growth building up to 4.4 trillion 
cubic feet per year as compared with the 2.6 
Coadiionm cubie feet during this period, “and hold- 
ing that 4.4 trillion cubic feet per year constant 
throughout the period. 

In our appendix we showed how the ultimate 
reserves were computed with reference to the mid 
continent area in the United States, an area that 
ws, Lrom the standpoint of geologic environment, 
very Similar to that in Canada, from the standpoint 
of the lines of sediments the two are, actually, 
identical. Therefore, it would be interesting to 
compare the virgin reserve that we have estimated 
Por canada, 134 trillion cubic feet, wich whe 
actual reserves in the mid continent today. Actual 
reserves in the mid continent today are, 198 trillion 
cubic feet. You see, this 134 trillion cubic feet 
which we postulate will be obtained in 1982, repre- 
sents only two-thirds of the virgin reserves that 
have actually been discovered on the mid continent 
today. 

We have estimated the future demand in 
Canada from the period 1957-82 at 06 p12 ert Lior 
cubic feet. This, when applied to our past con- 
sumption of, approximately, © EPL Om euble- Leen, 
our cumulative demand at the end of 1982 will be 
28 trillion cubic feet. This, deducted from 134 


trillion cubic feet of virgin reserves, leaves us 
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with a remaining reserve of 106 trillion cubic 
Peeu, acvuelly four times the remaining reserves 
Cie 1O5s., 

I have mentioned that we have estimated 
that Canadian demand during the next 25-year period 
at 20.12 trillion cubic feet. The development 
and beckground which were utilized in obtaining 
this estimate are discussed in the next portion of 
our brief. 

MR PATE TL LO: Just before’ you Boon, 

Mr. Strand, would you mind explaining on your cumu- 
Poauuve, Chart two things: how many times the annual 
consumption has increased since 1920 and, assuming 
that no further reserves were found on the pro- 
jected right hand columns of both United States 

and Canada, how long the reserves would last at 

the rates of consumption which you show in 1957 

in the United States end which you project forward 
to, 1982 in Canada? 

MR. STRAND: We see from this graph that 
the United States consumption in 1957 was 10.4 
trillion cvbic feet. That, compared with the 
pomatvine reserves of 248 trillion cubic feet, the 
remaining life of the United States reserves today 
is 2h years; actually, 4 years higher than it was 
in 1920. 

In Canada, we saw by taking the present 


reserve of 27 1/2 trillion cubic feet, divided by 
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our present consumption rate, 180 billion cubic 
feet per year, the remaining life of the reserves 
would be 155 years. 

In 1982 the remaining reserves are 106.2 
tiie, ac. che annual consiumptren raves, “6e> 
boiwiyon cupic feet "per years on the same basis 
as the other calculations, the remaining life works 
Omi ug” Tl years. 

MR, PATTELLOs Thank yours 

MR. LOUGHNEY: Mr. Chalrman, if yourwrli 
turn to page 8, I will continue with the submission. 

TMiis “estimate is shown im devatieim cme 
Polvowi ng table: 

Total Requirements 
1958 - 1982 
(trillion cubic feet) 
Alberta fo Pplke 


Saskatchewan 
(from Medicine Hat and local fields) 0.52 


Eastern Canada, Saskatchewan and 
Manitoba via Trans-Canada Pipe 
Lines Leow 


British Columbia via Westcoast PFS 


Total Canada Pie 60 


Exports to United States 


Canadian Montana (authorized) One 
Westcoast (authorized eda 8) 
Trans-Canada (proposed) 1215 

Total Export to United States 4,52 


Total Canadian and Export 26,10 
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Relationship Between Supply and Demand: 
Our studies indicate that about four times as 
much gas will be discovered during the next 25-year 
period as will be required to meet the total Canadian 
demand and presently authorized export to the 
United States during those years. 

The fact that growth in demand for gas 
Will stimulate the development of new gas reserves 
is clearly demonstrated by an analysis of the trends 
in the growth of gas reserves and demand for gas 
in tac United States. 

We believe that the stage that has been 
reached in the development of gas reserves in Canada 
closely parallels that of the United States in 1920. 

In 1920 remaining gas reserves in the 
Uni tea. otates were 15 @plllion cuble feetaas com. 
pared with 27.5 trillion cubic feet in Canada at 
the end of 1957. Consumption of gas in the United 
States in 1920 was 760 billion cubic feet, or 
exactly equivalent to the then current Pave. .oL 
growth of reserves. The life of the remaining gas 
reserves in 1920 in the United States was 20 years, 
computed on the basis of the then current consump- 
tion rate, and the remaining gas reserves Tne OSE 
in the United States was 24 years. 

The 1920 consumption rate of 760 billion 
cubic feet per year is comparable to the demand 


for Canadian gas in 1960 following the necessary 
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build-up periods. The life of the remaining 
Canadian gas reserves in 1960 is estimated to be 


58 years. 
The following table summarizes the data 


presenved in graphical and tabular form in whe vex- 


Hep oe relating to this section, 


U.S. (Actual) Canada (Projected) 
1920-57 1958-1982 


Start: of. Bnd of 9 Sstert. cr Bnd of 
Period Period Period Period 


Annual Growth 


Growth of Gas Reserves 
(trillions of cubic Cr} 
feet per year) OLS 2207 2.3 44 


Annual Demand 
(ieatiicons of cubic 
feet per year) 0.76 LOeH 0.18 15 


Average Annual Demand 
(Si iitons of cubic 
feet per day) ene 28 0. 36 41 


Cumulative Growth 


Virgin Marketable 

Gas Reserves 

(oe Lidons oF cubic (2) 
feet) slg 389 29.2 134 


Cumulative Demand 
(trillions of cubic 
feet) 2 141 is Ay ans: 


Remaining Marketable 
Gas. Reserves 


(trziitons of cubic 
feet) 15 248 21t> 106 72 


Lite 
Life (Rem.Reserve/ 


Current Prod.Rate) 
eae 20 24 153 fer 
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Table (cont'd) 


(a) It is assumed, that the annual growth in 
gas reserves for Canada will increase gradually 
from 2.3 trillion cubic feet per year in 1958 to 
4,4 trillion cubic feet per year in 1965, and 

we assume it would remain constant thereafter. 

(2) The virgin marketable gas reserve figure 
of 29.2 trillion -cuble feet does nov inceiudesan 


estimated 1.3 trillion cubic feet of Plared gas, 
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Need for Markets to Assure Continuing 
GEowouRtor Gthe Industry: The petroleum industry 
paiCenada, sincluding both oll and gas, has now 
reached a critical stage in its development. 

Hneluded “as#Exhibit Ve Letour vestimavese. 
the industry's investment and realization from 
production for the period 1947 to 1957. The total 
expenditures by the industry in oil and gas proper- 
ties during this period have been $3.22 Hb Dione er 
which only Slag billion has been recovered to date, 
so that expenditures to date have exceeded income 
bymotee billion. 

Im:1957, the industry expended am explora- 
tion, development and producing operations $547 
million, and received, after royalty, income of $400 
million, or $147 million less than the amount ex- 
pended during the year. An excess of expenditure 
over income has occurred annually since 1947 and 
has necessitated the attraction of additional new 
Gapitval each year. 

We consider this to be a very signifi- 
cant statement and I would like Mr. Yarnell tO exX= 
Cisinap more fullyrpy referring to Exhibit V. 

MR. YARNELL: Exhibit. Vin your brter 
and this accompanying figure is entitled "Esti- 
mated Expenditures and Income, Exploration and 
Development Activity, western Canada, 1947 to LOST 


It is an estimate, by years, of the total 
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outiay of income of companies engaged in explora- 
tion and development work in Western Canada. The 
estimate has been prepared by British American 
through published statistical information supple- 
mented, where necessary, with estimated expendi- 
cures we have. arrived at from clerical data. 

The sections of the outlay portion of 
the exhibit are divided into exploration costs, 
which are land acquisitions and rentals; geologi- 
cal and geophysical, and wildcat drilling, and 
then development drilling costs and production ex- 
pense. 

The income portion refers to income from 
oi1 and gas, separately; and, of course, deduction 
for royalty payments. 

The excess of outlay over income each 
year during the period has been given as net in- 
vestment to be recovered. An index measurement 
of the total outlay, income and net investment 
to be recovered has been shown in terms of dollars 
per barrel produced per annum. 

There is no provision in these estimates 
for expenditures for gas gathering or gas pro- 
ecesing facilities or pipelines. 

In 1947 the industry expended on explora- 
tion and development approximately $25 million, 


and its income in that year was approximately $18 
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ine ro52e; the: mid-point orathi ss period, 
the total outlay in exploration development is 
$318 million. The income at that time was $130 
million. This expenditure was approximately 12 
times the 1947 rate and the income was approximately 
We camess the LOu7 rate. 

In 1957 the industry expended $547 million 
and estimated income of $400 million, in addition 
to the net investment to be recovered of $147 
million. The cumulative position of the industry 
over this period is an outlay of $3.1 billion and 
& eross realization of $2.1 billion, approximately, 
from oil and gas sales, oil contributing $2 billion 
and gas $72 million, approximately 3.42 per cent 
of the total, and a net, after royalty, of $1.9 
Dison. 

As a point of interest in the exhibit, 
you will note the receipts of mineral owners over 
this period from acquisition costs, rentals and 
royalties approximates $1 billion. 

Finally, av @herendvor 1957 we estimate 
Chev andusory. s nev investment to be at ate bition, 

MR. LOUGHNEY: Some indication of the 
task confronting the petroleum industry in supply- 
ing Canada's future energy needs can be taken from 
the fact that in 1953, 44 per cent of energy require- 
ments were supplied by oil and gas, and in 1980 


it has been estimated that 59 per cent will come 
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from these sources ("Canadian Energy Prospects" 
prepared for the Royal Commission on Canada's 
Economic Prospects, by fon Davis, March, 1957). 
The magnitude of this task in financial terms 
dwarfs the substantial investment made to date in 
oil and gas development. 

Provided markets develop in an orderly 
manner, we estimate that in the next ten years the 
industry in Western Canada will spend $3.3 billion 
in exploration, $3.1 billion in development and $1 
billion’ in gas gathering and processing facilities, 
fore coval outlay or $7.4 billion,” (eemusoreeain 
be emphasized that this program is contingent to 
a large extent on the development of markets which 
will provide the funds for this expansion. 

Virtually all of the industry's income 
to date has come from oil. Gas has contributed only 
3.4 per cent of the total income realized from oil 
and gas production in the last ten years. 

Tt must be recognized that there is a 
high element of risk associated with oil and gas 
exploration. An additional consideration is the 
uncertainty of markets, which are essential to 
the development of gas reserves. This ls “especiaiiy 
significant in the case of certain gas fields which 
require the expenditure of very large amounts for 
processing plants before the gas can be made avail- 


able for market. It is, therefore, imperative that 
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markets be assured with the prospect of a reason- 
able return on investment before these expenditures 
can be undertaken. 

The immediate problem confronting the 
industry today is the development of gas markets 
that will provide a return on the large frozen 
investment made to date and furnish the funds nec- 
essary to carry on with the further development 
of Canada's gas resources. 

It is inevitable that if present available 
export markets are denied, a re-appraisal of the industr 
overall exploration program must follow. The pro- 
bable result will be some deferment of planned 
projects, together with a shifting of emphasis in 
exploration activity away from areas where gas is 
likely to be encountered. This could cause serious 
dislocation in the development of both oil and gas 
reserves, adversely affecting not only the petro- 
leum industry but the overall economy as well. 

Pon. Cy eonae Utilization of Canadian 
Gas Reserves: Heretofore in determining volumes 
of gas surplus to requirements, it has been ne 
practice to relate future needs for an extended 
period to proven reserves as at’ abparticular time. 
In our opinion this approach is an erroneous one, 
which, if continued, will serve to delay unduly 
the disposition of gas reserves. Any such delay 


Wilde ine turn, most certainly have an adverse 
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effect on the intensity of gas exploration and 
deve lopment. 

We believe that the geological environ- 
ment of Western Canada is highly favourable to 
the discovery of ample reserves to supply Canada's 
own future needs with large volumes available for 
export, provided there is a market incentive for 
the development of these reserves. The additional 
reserves, which will be found for any given scale 
of exploratory effort, can be estimated with no 
less a degree of accuracy than future consumption. 
We are, therefore, firmly of the opinion that in 
determining the disposition of present reserves, 
future needs should be related to potential growth 
Poe SCerves . 

Illustrations of the inherently conserva-— 
tive nature of proven reserve estimates and the 
fallacy of relating future needs solely to present 
proven reserves are set forth in the following 
paragraphs. 

An examination of the gas reserve esti- 
mates of the Alberta Oil and Gas Conservation 
Board for the years 1950 to 1957 indicates that, 
with each succeeding year's report, gas reserves 
associated with discoveries reported the previous 
year have invariably increased. 

For example, reserves from new discoveries 


for the years 1951 to 1956, as compared with the 
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reserves assigned these fields in 1957, is given 


in the following table: 


Gas Reserves) -Gaseneserves inereases21) 


Discovered Discoveries Originally 
| During io Colle) Assigned 
Year Year As Seen in Reserves 
LoD 


(trillions of cubic feet) 


1951 Ox 1.9 Lee 
1952 ay Nee) 0.5 
1953 Aaa 3.9 20 
1954 0.6 1.8 ime 
lS oa) 0.4 O28 0.4 
1956 0.6 By O27 

Total 4.3 11.6 7.3 


This represents an increase of LO per 
cent. 

Just as the proven gas reserve does not 
represent the true potential of fields currently 
being developed, neither does it represent the poten- 
tial of the large number of single-well gas fields 
in Western Canada today. Of some 700 capped gas 
wells in Western Canada, an estimated 200 are assoc- 
sated with a like number of single-well gas fields 
which have remained completely undeveloped to date. 
The proven reserves assigned to these wells have 
been on the basis of the standard spacing “into Ok 


ane section, in accordance with recognized practice. 
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British American has an interest in 38 
such single-well gas fields, the proven reserves 
of which are currently estimated to be 400 billion 
Cubic téet. After examining all of the pertinent 
subsurface and geophysical information at our dis- 
posal, we estimate that with normal development 
drilling, the ultimate reserve to be recovered from 
these fields will be approximately two trillion 
cubic feet, or five times the present proven reserve. 
This represents a potential reserve per single-well 
goo fLeld. of about 5O billion cubic Teec. 

Assuming that this ratio can be applied 
to the total of 200 single-well fields, potential 
reserves of 10 trillion cubic feet might be assigned 
these Liclds. 

An estimate has been prepared of the gas 
volumes required to supply Canadian and export needs 
to 1982 at current (1957) rates of consumption, 
allowing for an initial build-up period for West- 
coast and Trans-Canada. A table summarizing this 
requirement is as follows: 

Total Requirements 
1958-1982 
(trillions of cubic feet) 
Province of Alberta 2.89 
Province of Saskatchewan 0.30 


Montana, Saskatchewan Power 
and Peace River Transmission 


deliveries from Alberta 0.53 
Trans-Canada deliveries from 

Alberta 4.92 
Westcoast deliveries from Alberta 

and British Columbia i LO 


Total 12.74 
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As indicated in the table above, 12.74 
trillion cubic feet is the volume of gas necessary 
to meet Alberta's 25-year needs at current con- 
sumption rates plus exports from Alberta and 
British Columbia. When this volume is deducted 
from present Canadian marketable gas reserves of 
27.5 trillion cubic feet, there remains a present 
surplus of 14.8 trillion cubic feet. 

While portions of this gas will be re- 
quired in future years to meet increasing Canadian 
demand, until additional markets are established 
its future disposition remains uncertain. 

We endorse the generally accepted methods 
currently employed for the determination of proven 
reserves. It igs our contention, however, that it 
is not realistic to ignore reserve growth potential 
to meet long term requirements and to appraise the 
adequacy of reserves to meet these requirements 
solely on the basis of proven reserves, 

Experience in the United States during 
the period 1920 to 1957 has indicated a phenomenal 
growth of gas reserves. Even with the present de- 
mand of 10 trillion cubic feet per year, the re- 
maining life of reserves today is in excess of the 
remaining life in 1920. 

This experience has demonstrated that an 
adequate market incentive will assure the deve lop- 


ment of gas reserves in quantities more than 
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Sufficient to meet an increasing demand. 

British American is of the opinion that 
the most realistic approach to an appraisal of 
the adequacy of gas reserves to meet future needs 
is to relate such needs to the trend in the ‘growth 
Oe eserves, 

Conclusion? “Our eonceiuston Troms cudaes 
made by British American on this whole subject may 
be summarized as follows: 

In determining volumes of gas which can 
be made available for export, it is unrealistic to 
ignore potential growth, and to appraise the ade- 
quacy of reserves to meet future needs solely on 
the basis of present proven reserves. 

The industry has already established an 
impressive growth rate from an exploration program 
directed mainly to the search for oil, and with 
a minimum of incentive for gas development. 

In view of the fact that the geological 
environment in Western Canada is so favourable for 
further discoveries, we are of the opinion that 
the only realistic method of providing for est. — 
mated long-term needs is to relate such needs to 
the potential growth in reserves. 

Canada has, at the present time, and if 
the proper market incentive is provided, will continue 
to have in the future, surpluses of gas available 


for export, after adequate provision has been made 
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for her own requirements. 


Consideration should therefore be given 


to permitting the export of additional volumes 


of gas at the earliest possible date. 

THE ACTING CHAIRMAN: MryyPattiilios 

MR. PATTILLO: Thank you. 

Q. Mr. Loughney, I understood you to 
say that your company has reserves approximately 
aMountimnper co 3S triliion? 

MR. LOUGHNEY: Yes, sir. 

Q. And, of that, approximately 1 1/2 
isiunder contract? 

MR. LOUGHNEY : That is corrects. 

Q. Is that all under contract to 
Trans-Canada? 

MR, LOUGHNEY: No. 

Q. Approximately what proportion OL 
that would be to Trans-Canada? 

MR. LOUGHNEY: Teds abe triiitons.2 
believe that figure is correct. 

The total is 1.445 trillion. 

Q. And have you some under contract to 
Alberta and Southern? 

MR. LOUGHNEY: We have only a letter of 
intent with Alberta and Southern. 

Q. With no quantities determined in that? 

MR. LOUGHNEY: Noses: 


Q. Have you any gas under contract to 
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Westcoast? 

MR, LOUGHNEY: No, we cate nov, 

Q. Now, these gas reserves that the 
company presently has, were they discovered by 
Canadian Gulf, as it then was, or by B.A. or 
what proportion by Canadian Gulf and what propor- 
cron by BAY? 

MR. LOUGHNEY: Well, the Largest per 
cent by far of those reserves were discovered by 
Canadian Gulf. 

Q. When were the assets of Canadian 
Guilt turned -over to B.A.? 

MR. LOUGHNEY: On July Wer. o5c. 

Q. And that was as a consequence of 
a scheme between Gulf Oil, of the United States, 
and B.A. Oil, where there was an exchange of shares 
or Bh. Oil to Gulf for the assets of Canadian 
Caers 

MR. LOUGHNEY: Yes, Sur. 

Q. Prior to that time in 1956, did B.A. 
have any interest in Canadian Guilt? 

MR. LOUGHNEY: Did B.A. have any inter- 
estean canadian Guilt? 

Q. Yes. 

MR. LOUGHNEY: Now sit: 

Q. And prior to that time, had B.A. 
carried onj itself, an exploration program in the 


Canadian west? 
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MR. LOUGHNEY: TCS 3/ Sia. 

Q. And some of the reserves that you 
presently have in hand of gas were discovered by 
Be worLOm FO thar date? 

MR. LOUGHNEY: Ves. 2 Sat. 

Q. Now, the other day, Mr. Loughney, 
in the examination of Trans-Canada, it came out in 
evidence that in the year 1955 Trans-Canada was 
having difficulty in arranging its financing and 
a proposal had been made to it by the Industrial 
Bank that it would advance monies to Trans-Canada 
and, in exchange, would take convertible deben- 
tures which it could convert, if 1t saw fit to do 
So, into shares of Trans-Canada. 

The evidence was that at that time Trans- 
Canada was negotiating for, but had been unable to 
conclude, a contract with Canadian Gulf for the pur- 
chase of gas reserves belonging to Canadian Exo Glee 
and that Canadian Gulf, when they heard of the pro- 
posal of the Industrial Bank, took the position 
that if Trans-Canada accepted that proposal and 
placed convertible debentures in the hands of the 
Industrial Bank, an arm of the Crown, then LG 
would refuse to sell its reserves to Trans-Canada. 

Do you know anything about that? 

MR, LOUGHNEY: Yep wesc 


Q. Would you tell us your version of 


what happened? 


i i ee zoe « 
vy ¢ bay ci ‘payNeeot: ‘Se 4 A pai 


‘sigh Sees & = fey: Ls shies a9, £ 


aan Oe 


ay Ee “ ee te 


VMIGY “ee fete yh RBHELO bots 


sete duane 


Pre 
c Gi, Bae ee SA : et 
5 itary ony er ce a Pen oy , | 
okris WEST SO. BML Se be Pehyy iid #1 2 Loclad ak “a 
: 


apes sou pea : 


rl : 

| fe os z WB eras 6 eet C+ Pop “ders ees £ ef a is rod 
: : ye cd ee Lees nab ape ot BNE nl ede ee te % hat ia ha 

| sy ek aan Seu) a ane 
ie tsa linia Sibi anit ah Seen ee le to pe 

| ef pt gh SREARD ood: The OO, aaa 1980 ar ” a ako, 

: ce a 3 Ret S Aaa eaten 
4 Use thi ' ) ; 

| tie : t-meodls: sonia , X fri), Ye tb Reis) tac bea 

} 

i 


aes a eee 3 went. f eb ails 20 
FS iy ro : syd tie he hp he 2a 5 fe. be SSE (ti. sry sete? ona iai 
Jie Teuoawro: tadtpedwes 09; Bbengsnener! or. a dent 


me aoe 


eo 
Seas Pig 


: 
4 
| 
| OS PR garlic one Pie SOE Ey. RR ae nek ighspaunor 


SAGLEHERY Od vmoreebe Hak. isan pied 


LG 


sie at ve eb hes oa: sorte? eS: Layee! ‘Hom OF 


0S Se hee ee wp. ia ROG. ae i BARE 
aig aaa Le at eee 


ie be eh oan 


To a ene Ae 
Sir eo Peari’ atae eee AE, SSO oe {lvoll. on P 


ne aw 


e686 Sl 


open 


one ot EBS erik ret amenas psdab, Pe erat til pa bas esl 


ANGUS, STONEHOUSE & CO. LTD. 2626 
TORONTO, ONTARIO 


MR. LOUGHNEY: I would like to read 
from a memorandum that I have drawn and then, if 
you have further questions --- 

Q. Thank you. Would you read slowly, 
because the Reporter has to take this down and I 
want to follow it. 

MR. FRAWLEY: Did» -yoOU.repeoduce: 2oain 
copies? 

MR. LOUGHNEY: NO @Sirs. 1 oGidesnor. 

When the Trans-Canada project suffered 
its temporary setback following its negotiations 
with the Industrial Development Bank there was a 
large segment of the daily press and other publica- 
tions which placed the primary responsibility on 
Canadian Gulf. Notwithstanding this vocal criti- 
cism, Canadian Gulf felt it would be detrimental 
to the Trans-Canada project if it .were to enter invo 
public statements setting forth its reasons Or 
refusing to contract for the sale of its gas under 
the conditions then existing. 

Mr. Chairman, I cannot emphasize too 
strongly that Canadian Gulf Oil Company, while be- 
lieving firmly in the principles and benefits of 
free enterprise, always conducted its many and 
varied affairs with all levels of Government in 
Canada in a wholly co-operative Spirits Phe coc. 
has invariably been the policy of The British Ameri- 


can Oil Company Limited. 
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At the time Trans-Canada was conducting 
these negotiations with the Industrial Development 
Bank no gas purchase contract had in fact been 
entered into between the Pipe Line Company and 
Canadian Gulf. In addition to difficulty between 
Trans-Canada and Canadian Gulf relating to essential 
terms of the contract, Canadian Gulf at the time 
had grave doubt concerning the economic feasibility 
of the project. With-the assistance of ‘a consul- 
tant, Canadian Gulf had undertaken a study of the 
entire project, including markets, construction and 
financing, and as a result of this study was con- 
vinced that on the basis of the estimates under 
which Trans-Canada was attempting to finance, the. 
project was not financially feasible. 

While Canadian Gulf's studies indicated 
that the potential market demand in Eastern Canada 
was substantial, it believed Trans-Canada had been 
unable to conclude contracts with distribution 
companies on a firm take or pay basis in volumes 
sufficient to make the project feasible. The mar- 
ket situation in Quebec was uncertain, and -there 
was considerable evidence that Quebec would not 
take gas from the project until after it had been 
in operation for several years. In Ontario, 
neither Consumers! Gas Company nor Union Gas Company 
of Canada, Limited, had contracted with Trans-Canada 


for supplies of Western Canadian gas. In addition, 
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Union Gas was endeavouring to import gas from the 
United States, and, to that end, was involved in 
an application before the Federal Power Commission 
or the United States. 

Construction costs of the project at this 
Stage were uncertain, and Trans-Canada's estimates 
were in the order of twenty-five to fifty million 
dollars lower than Canadian Guilf's studies indicated 
they should have been. Subsequently Trans-Canada 
had a complete and thorough engineering study made, 
and this and subsequent events proved that our 
concern was well-founded. 

Canadian Gulf also believed that Trans- 
Canada would be able to pay higher field prices for 
gas than had originally been proposed, once 2 
reasonable market potential had been achieved, 

These matters were all of vital concern 
to Canadian Guif as it was proposed that it would 
provide a substantial portion of Trans-Canada's 
gas supply. it will be realized that immediately 
upon the execution of a contract with Trans-Canada 
it would have been necessary for Canadian Gulf 
to commence spending very large sums of money to 
drill deep, expensive wells and to construct a 
large and complicated processing plant. 

Regardless of the participation of the 
Industrial Development Bank, Canadian Gulf was 


convinced that the project was incapable of being 
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financed in its status at that time. Canadian Gulf 
was concerned that if the pipeline subsequently 
failed, and its affairs were placed in the hands 

of a receiver, the position of gas producers would 
be materially prejudiced with Trans-Canada in 
negotiations. This was of vital importance because 
Canadian Gulf was convinced the price offered to 
producers for gas was too low, and was endeavouring 
to negotiate contractual provisions which would have 
enabled it, as a producer, to benefit in the future 
from the improving position of the pipeline, which 
its studies indicated would occur. 

The estimated construction costs and other 
information assembled by Canadian Gulf as a result 
of its studies did not compare with those which 
Trans-Canada had placed before various Government 
agencies. Inasmuch as Canadian Guif was unable to 
resolve these discrepancies with Trans-Canada, this 
introduced yet a further element of uncertainty 
into the situation. 

Under all these circumstances, Canadian 
Gulf Oil Company did not feel that it was justified 
at the time in firmly committing its gas to Trans- 
Canada Pipe Lines Limited. 

MR. PATTILLO: Q@. Mr. Loughney, I am 
just going to ask you one question before we have 
a break. I will assume, for the purposes of this 


question, that everything you say in that statement 
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Po corree tt, Nevertheless, did your company, to 
your knowledge, at any time state that it would 
not enter into a contract with Trans-Canada to 
sell gas to it, if the company entered into the 
proposed arrangement with the Industrial Bank? 

MR. LOUGHNEY: I don't believe that 
the question was asked of us in that manner. 

Mn EAT EEGs Well, we will pursue that 
BLGer. ule recess, 

THE ACTING CHAIRMAN: We will take a 


preak. 


--~A short recess, 
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MR ADP ILLO: Q. Mr, Loughney, I am 
Still dealing with the first problem of Trans- 
Canada and coming back to the situation of 1955, 
Formnow long prior.to,the fal) of 1955 had. Ueans— 
Canada been seeking to obtain a gas contract from 
Canadian Gulf? 

MR, LOUGHNEY: ‘yell, I will have to depend 
on memory but I think probably at various times 
throughout the year 1955 we had negotiations back 
ann forth. 

Qe Did, you or did anybody, else to 
your knowledge in Canadian Gulf have knowledge of 
the negotiations between the Government of Canada 
and/or the Industrial Bank and Trans-Canada? 

MR. LOUGHNEY: No, sir. 

Oe Did any person from Trans-Canada at 
any time tell you or anybody representing Canadian 
Gulf or Gulf in the United States of the Industrial 
Bank's proposal to put up money and take down in 
payment thereof convertible debentures in Trans- 
Canada? 

MR. LOUGHNEY: Are you referring to the 
time that. they were negotiating with the Industrial 
Development Bank, that we had any knowledge of 
their negotiations with the bank? 

ae Nee. 

MR, LOUGHNEY: Nose sai. 


Q. Well, did you hear from anybody in 
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Trans-Canada of the proposal of the Industrial Bank 
to advance money to Trans-Canada and to take in 
exchange convertible debentures in the company? 

MR, LOUGHNEY: After the negotiations 
between IDB and Trans-Canada had been completed 
or as we understood had been completed we were then 
told of what they would be. 

Q. You were told then that the deal 
would be $70 million would be advanced by the 
Industrial Bank to the company and in exchange con- 
vertible debentures of the company would be issued 
to the Industrial Bank? 

MR, LOUGHNEY: Thateils coprectaktaattiniror- 
mation was relaid to us by a telephone conversation. 

@. Reaves Now, what comment did you 
or anybody in Canadian Gulf or in Gulf of the United 
States, to your knowledge, make about that infor- 
mation? 

MR, LOUGHNEY: Wie were asked the 
question and realizing, as you must, that Trans- 
Canada knew that all our reasons for not signing 
a contract were related to the terms and the con- 
ditions of the contract itself, and there were 
other matters not expressed in this retrospect 
which we considered to be of great concern to us 
in making a decision. ve were asked, if I recall 
it,effectively, this fact: "re have been able to 


get $70 million through the IDB, does that change 
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your opinion in any -way?"/* (Wetsaid 2 No"? 
Q. You said "No"? 
MR. LOUGHNEY: "No", 
Q. And that meant that up to that time 


you could not see that it was in the interests of 
your company to sign a contract with Trans-Canada, 
that was what they were asking you about, was it, 
when they said, "Does this change your thinking in 
any way"? 

MR. LOUGHNEY: Our concern again was the 
ability of Trans-Canada to finance and we did not 
consider that getting help in that manner was the 
type of assistance they needed. I think that 
thought was further expressed by Mr. Nesbitt before 
this Commission several days ago. 

Gi. I appreciate that Mr. Nesbitt said 
that he thought that was where they least needed it 
in this proposal but that is not really what I 
am seeking. Why did they call you up and tell you 
that they had completed an arrangement with the 
Industrial Bank? 

MR. LOUGHNEY: Well} actually, tiere* was 
no reason for calling us, we were not a party to 
the contract with Trans-Canada. Our negotiations 
with Trans-Canada, before they left Calgary for 
Ottawa, for what purpose we had no idea, had stopped 


and we were at that point not negotiating with Trans- 


Canada, 


Oe <tethe 4 


Sie 


ss Sesh Nas fat 


| } ee ne i 
eis phe are he cial ia Ea ; 
B 4 ‘ ie eo Sih 
nls sr Seponetle -S iofe eat” tse ‘vette ‘on 


; BD on Tae | ie rn ef a se 


Sn ae 1 re 
{ P if ) ‘ a iy 
iat: Lele seo Sa ose Rnb ae (97? view 
Lee) as gt ‘ ees ; at 
L rua’. , 
a i 7 ne oF ai 
hort Ghn aw Ja enrente oe bai sneer z Vbttae 
he) PS We OR OPH 
ts 
{ . ed re oes re 
Seaeie SECLee ie: (a vat S nee, vied 0. em 
oe la Of bghtez bie j 


Seren Free at z) baes xcs! tS ani phikgy vege 


> EN ESE NE care i 
ogh : & BYED feng yeu’ ee BaD tel 
| sa ener a : ie ae ai ity, q 
| sities. stbeanlM ts gs Sato ” Y we we 
4 ye . | 
| ruiene tae eu ° . | oe it “Sag doite. od dant f 
hepa Sti RG MEE ger i. 5 cen : 
aes ee, fel a ad shes Le Samet oth ae | 


¥ ae i os aon | ' 
f i Ras 93 re aes ren) 


| a WOW - vistooge nis | 


ih 
‘yam 


Bh ey Sr ree 
is bese lqriods” Det COs nan 


| ara Serene: ‘razemebnt | 
i aSvi Pyare ae al % a I Z ; amined FM 4% iY .) 
. pa cS ae pee ove > Se 


Y 80 ~ak heres a sooner ba 


avec aie Cae 
; ‘ ear 
0 er op eee Cs eye Lp re ey, ay 
ON Se teh ee She Re Ny { y 


sto%ei 


ees a 


Con 


oh 
wy 


2634 


ANGUS, STONEHOUSE & Co, LTD. 
TORONTO, ONTARIO 


Q. Well, it was essential, was it not, 
if the Trans-Canada scheme was to go forward, that 
they make some contract with you for the supply of 
gas which they presently have under contract? 

MR, LOUGHNEY: Thave is, correcs, 

Q. And at that time you appreciated 
that and so did they? 

MR. LOUGHNEY: That LS Fie. 

Qe Now, then, when they phoned you 
from Ottawa and told you about this proposal to 
conclude this agreement with the Government, did 

you discuss that proposal with any other officers in 
your company or in Gulf of the United States? 

MR, LOUGHNEY: Yes, there were two 
officers of Gulf present. 

Q. Who were they? 

MR, LOUGHNEY: Mr. Whiteford and Mr. 
Rhodes. 

ae Mr, Whiteford is the president of 
Gulf in the United States? 

MR. LOUGHNEY: Yes, 

Qe And at one time was president of 
British American Oi1 in Canada? 

MR. LOUGHNEY: Yes, 

ae Who was the other gentleman? 

MR, LOUGHNEY: Mr, Rhodes. 

QO. What is his position? 


MR. LOUGHNEY: He is now a senior vice- 
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president of Guif and at that time was vice-president 
of exploration and production, 

Q. What aid you discuss with these 
two gentlemen? 

MR. LOUGHNEY: Frankly, we did not have 
Roos muUCch WiScussioOn. The telephone call came and 
as I mentioned a while ago it was simply relating 
to us that there was this opportunity to get some 
financing through the IDB. The question was, was 
this in itself enough to make us change our minds 
about the doubt that we had previously expressed 
of the feasibility of the project. we did not see 
that it helped matters at all, The fact of the 
matter is, we thought we could see that it compli- 
cated the problem. 

an Did you express the view that it 
was going to complicate? 


MR, LOUGHNEY: I think we did. 


Q. Why? 

MR. LOUGHNEY: Why we thought it would 
complicate it? 

Oe Yeo. 


MR, LOUGHNEY: Well, there were conditions 
attached to the loan, there was a conversion feature, 
there was the naming of a director, there was the 
naming of a member of the management committee and 
there were some restrictions as 46 the ability of 


Trans-Canada to name its operating heads without 
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Pon LLG uLon WLEA the DR. We felt that, in the 
first place, Trans-Canada attempting any type of 
Pipancine av that time was premature, they did 
not have contracts with the consumers and we had 
serious doubts about the adequacy of their pro- 
Visions Tor construction costs, and of ‘course there 
was the producers! contracts which we had not con- 
cluded negotiations on. There were several 
features about that that we were at odds on, so 
we felt that ‘at that point the condition had 
mot changed sufficiently for ,us to change our 
minds, We were given just as long as you would 
get in the normal telephone conversation to say 
erouer ves. OF NO. 
o. It does not take Mr. Whiteford 
very long to make up his mind at times, does it? 
MR, LOUGHNEY: I find he can make his 
mind up pretty fast. 


Q Now, what I want to get back to is, 


why did you think the proposed arrangements with 
the Industrial Bank were going to complicate matters? 
Tell us what you said or Mr. “hiteford said was 
Pore co. be the complication arising from that 
proposal? 

MR, LOUGHNEY: We were not asked to fur- 
nish any explanation, we were just told of what the 


deal was and in effect asked how we felt apout Lv, 


or did that make any difference as far as our 
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negotiations with Trans-Canada were concerned. 

Oe And you “said yy Not. Did Mr. 
Vhiteford, or anybody in your presence, representing 
Gulf of United States or Canadian Gulf, express 
to any person representing Trans-Canada any opinion 
of any sort as to the wisdom of this proposal 
of the Industrial Bank? 

MR, LOUGHNEY: As to the wisdom of the 
proposal? 

Ce Yes. 

MR, LOUGHNEY: LT do not recall thay they 
Gas. WO. 

THE ACTING CHAIRMAN: Mr; Pattilio, 
could you ask the witness to speak to the microphone 
because we cannot hear him very well. 

MR. PATTILEO: Yes, Mr. Chairman. He 


said he did not recall that they did, no. 
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Q. Well, Mr. Loughney, if you were 
there during that telephone conversation in which 
Mr, Whiteford engaged, you would only hear Mr, 
Whiteford, or were you on a hook-up so you could 
ae the other party? 

| MR. LOUGHNEY: No; Ll could nov nesr, ie 
other party. 

Q. You could only hear Mr. Whiteford? 

MR. LOUGHNEY: That is right. 

Q. Mr, Whiteford reported to you, after- 
wards, what the other fellow had said over the 
phone? 

MR. LOUGHNEY: Thats: Correcu. 

Q. Who was the person at the other end? 

MR. LOUGHNEY: Mow Howe. 

Q. The Honourable Mr. C.D. Howe? 

MR. LOUGHNEY: NEES eee ales 

Q. Did Mr. Whiteford say anything like 
this to Mr. Howe: "I will sell the gas to the 
Government, but I won't sell it to the company 
under any such deal as this that the Industrial 


Bank is in.” 


MR. LOUGHNEY: I do not recall that 


statement. 


Q. Well, you just tell us, to the best 
of your recollection, exactly what you recall Mr. 


Whiteford said? 


MR. LOUGHNEY: All ZT °recall. he said 
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"It did not make any material difference, our 
decision was the same as it had been before." 

Q. And he reported to you that Mr. 
Howe had called up and had said if the Industrial 
Bank lends its money, takes convertible deben- 
tures, will you be prepared to contract your gas 
to Trans-Canada? ES" tha. asc ¢ 

MR. LOUGHNEY: Would’ that in itself be 
sufficient for us to change our minds about what- 
ever reservations we had about that. 

Q. Subsequent to that day, that tele- 
phone conversation, did you or did anybody repre- 
senting the Gulf Company, to your knowledge, have 
any conversation with Mr. Howe or Mr. Coates or 
any other person representing Trans-Canada or the 
Government of Canada wherein the opinion was ex~ 
pressed the Government should not become a share- 
holder in Trans-Canada or be put in a position that 
it could become a shareholder? 

MR. LOUGHNEY: I do not recall that there 
was any such conversation. 

Q. When did you first hear that the 
proposed arrangement with the Industrial Bank was 
OTL t 

MR, LOUGHNEY: Well, it was several 
days after the telephone conversation, because we 
left Vancouver for San Francisco, and then I re- 


turned to Calgary and, in the meantime, I had no 
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contact with anyone in Trans-Canada. 

Q. And then when you got back to Cal- 
gary, after this trip, somebody told you that the 
Scheme had not gone through? 

MR. LOUGHNEY: Lesaw (ir. Tanneravnen, 3) 
returned and he told me that was the case. 

Q. Had he expressed any view, as to 
Why 1t did not go through, to you? 

MR, LOUGHNEY: Yes, he did. He expressed 
the view, if the producers would not sign the con- 
tracts, then. the: project .couldunot, eo -Torwand. 

Q. I am reading from the transcript of 
February 20, 1958, on page 1992, and I was examining 
Mer. Nesbitt and I am starting to read the seventh 
line. This is Mr. Nesbitt speaking: 

"Now, the philosophy of the Bank of Canada 

"was to give us help where we least needed 

"it, They offered to buy from us $70 

"million of convertible debentures and 

"to leave the rest of the problem to 

PES 

"T might say that, rather reluctantly, 

"we agreed to go along with this, provided 

"34 would solve our problem and, in 

"examining whether it would solve the pro- 

"blem or not, we found that various 

"yroducers did not wish to sell Trans- 


"Canada gas if the company, through the 
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"exercise of the convertible Op CLO, Could 

"be controlled by the Industrial Develop- 

"ment Bank. Consequently, the proposal, 

While, as I say, we had agreed to go 

"along with it if it did solve our pro- 

"plem, did not solve our problem, and the 

"negotiations were discontinued in April, 

PLOSSS Leth inks wae sori, vein. 

Now, did any representative of Gulf, either the 
Canadian company or the American company, to your 
knowledge, at any time, take the position that Canad- 
ian Gulf did not wish to sell Trans-Canada gas if 
Trans-Canada, through the exercise of the conver-~ 
tible option, could be controlled by the Industrial 
Development Bank? 

MR. LOUGHNEY: That was one of the objec- 
tions that we had. 

Q. That was one of the objections that 
you had? 

MR. LOUGHNEY: Yes. 

Q. Why? 

MR, LOUGHNEY: Because we felt it would 
interfere with the senior financing that Trans- 
Canada would have to do. They had then over $200 
million still to raise and we feit that would still 
further complicate the matter of financing rather 
than improve it. 


Q. Will you explain why you thought it 


ay 
J 
; 
i fs 


a, Pieter ee 3s Ne hibaeeh; 


we: ieee toes al RT ete * extal a in thie Wen 
ee eile -Z or 5 tbe al - ay ah tiwD fis t 
> at @ on en Xs) ree ee x 
Bee ci ee Petia ees RE Pa al as ae ehh 2 
4 
aimee Moe. atid *: Ce: See Spay apt fh x fe TES, O vy + apnea : 
koa Ae ss } I AC a Mee mle Rs Sores Weil ihe pee 2 vey cee agas Se ‘ i 
4 ere Re if EO ES y Es MHIGTOS aie) : 5 aoe Bolte ree Le "d 
ends ‘ a eS ey SEU Sone aver enh dts, Bs hry: : 
\ 
¢ eRe 
L f 
ae wit - G ie. ati OA y ‘tbage a YAUEOUOM: 4M ; 
Bae Feat He Sree Perera at EN Ria Peet’ 1 
bent ow. tect aot) | 
wonPESED ESE IN Secon device Naame i 
Tae Po . 4 peer vs 
ae | Mae thee re) een aida 9 rots We 2 | : ! 
seed voy of 
Sts ws fans ; 
pair Pe | 
of ae ‘ op Set Gu Ort ‘ AM 
cans SAM AD 
: t A* a eaaae Si erky valid LION +d iM 
‘ Lt BUR, - F 7 
_—_ 
- neler toe oud sdiw, etsittedmt 
hanes ay Sn Ste he Hae Maser oittng aa Rete + 
py =. CoB Lae Ae ier 
meu Lge Fs Bes oe, wth AO + awed DAO Levys aap 
ay Tea e%y P81 ie ph eee ou Opes PR ARE, 90, gary) nottistin 
ae sa ear a  Gh ala ge te Bia yal 
oye (tu ke bi it ey ey 0 she afi oe sirdcisiita an mo ror tert 


: hee ON oie ee art we, pete fart aay, Be. ) oe 


IONE: OO 1 ixt A lalate’ 


a %, 
Fey : Pee Ages: ; BET Ess a all aye of be et 


E j 4 ‘ ‘ Det oe | 
eS eg th. to tae tT tts d.. okt 
Daily OM es ? = re Ton She 


: ao oe 


Bigs 


s te 7 
ot Ls ‘ 
oF 
eae 
F eee 


ey d AV less SROTUST ee ELS wow 
- an, ne oS OO IAC ae aaa ri ne ae s ecunst 
. Sat, to VEBGINOD NS Lbsnso 
oe “d 8 “i me Wee reese > 5 abet 3 hee 


7F : Gaget UE OAT TAOS emis vos $6, 6abeiwerol 


4 
“o =e 
sa oe Bae o a AE 


SV yey von, se 4 


ke Nea re nate a Py ° 


pete OF 


2642 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


was going to further complicate the financing? 

MR. LOUGHNEY: Because of the conditions 
of management control and, also, that the I.D.B. 
by exercising their conversion rights would have 
control of the company. 

Q. At that particular time your company 
was the principal producer that had not yet signed 
up with Trans-Canada? 

MR, LOUGHNEY: Thatils, correc tease 
other companies who had signed up were shareholder 
companies of Trans-Canada, at least one was a 
shareholder company, and we were not. 

Q. So that it would be fair to say that, 
so long as your company would not approve or this 
proposed arrangement with the Industrial Bank, 
Trans-Canada could not possibly enter into the 
arrangement because, without your gas, the scheme 
could not go ahead anyway, could ib7 

MR. LOUGHNEY: I do not know whether they 
had any other gas they might have substituted Por 
our gas or not. There was one other consideration. 
It could not have gone forward without markets any 
more than it could have without a gas supply. 

Q. It is a question which comes fivst, 
the chicken or the egg, I suppose. 

MR. LOUGHNEY: It is pretty important 


you have both, whether it is the chicken or the 


egg. 


GR ee Woah 
i 
Ors. 
z m. 4 7 
, - 
A Wg epi hb . 57m 
Re Seah nee se at had OFS. BLE LO TONG y 
A . Wes mi Lee or SS Sore an 1 a ee = rien 
by ae - ve ea eee 
38 a NGO: end Iolo 
: Fae todos, TE teado Sa 7 20 
ac pe s Sed 
‘ ; ; : os ui ; Len 
sets sree j A 
| | ORG. yee Region: dasa Ro gibeny GAs ee W 
4 ) iy ; ra 
ds 
‘prenso<edaxT dd 
r : ms 5 vr 
| doc? ,--a RO AM 
na i emt iis ; ; 
Ri calvin 7 Sich Pei ae: it i 
. ib g Bees BL bBap srt hoe lw. fo DABUROO) Soro 
. * 4 of . #74 . “ 7 aye - 
Shot, J2 . SP beso. Rest? 20 Jae FosgmheS 
, OTSy, oy. bre .eAgMes Seb lonaniie 
." Aly wise arg aU 7 J : 
a es / My if a ‘ : Bit y | thei, 7. 
Pe pe = y it t ys 
area " 
WR gnOo SON Be srt oe 
i - why ‘ Re cect ’ 
4 noe aa 4 
Hid LS 
4 ~ i vei + Pre 
ey i : 1 
4 . oer Ww %% 
i nd ae ‘ te he . 
Stee Lito ts oe 
, Pea va het <a 
ry eee OEOmS a fren bison 
‘ ” te Pn ae Oe t j 
| [ Ma 4 2 VMN SYOR cM 
Sar sare Sans, Ape | tae Nee 
tae ‘ Liye mate A, 
‘f ‘ ‘ ee a pape a 
; yadt g&a t)ento yas bad 
; od fees \ Bt eae A ~ : 
re PT EN 
: : | Steg: evant 9 n: Blue $t 
CGE OLA eis ie bests : 
+ hw... ona: Dib Ook! TBe: odin 
_ 
\ chy Uhl 1 ep B: i Bf > Sia ne 
Peis end SECT i 4 sae ‘exits "aS jweigiito “ons 
Seu hs oe is “A 9 n ja i) : 
’ ‘ 
Rs YEP aS Oe RR AE | 
eS ee aks aay Cpe eee ce eee 1 ea 
: t. OL, eatery ruleripots “ovad, HOY 
: meres B50) e a } | 


ANGUS, STONEHOUSE & CO. LTD. 2643 
TORONTO, ONTARIO 


Q. And you fellows were either half the 
chicken or the egg? 

MR, LOUGHNEY: I think it would be a fair 
statement, if I may make it, Mr. Pattillo =< 

Q. Yes? 

MR, LOUGHNEY : In viewing the situation 
of Trans-Canada, we did not, at any time, think 
that the Trans-Canada project was not feasible. We 
felt that our own studies of the markets -- we were 
in some respects more optimistic than Trans-Canada 
was of market potentialities. We felt it was 
in the interests of Ganada that the line be 
puilt; we felt that gas export had little chance 
of going forward until a line was built to Eastern 
Canada and we favoured such a project from the 
start. Our interest was somewhat different from 
most other producers inasmuch as the field from 
which we were producing, the wells were drilled 
to the depth of about 12,000 feet, and at that 
time they were costing us, approximately, $1 million 
each, It would have required an expenditure of 
$50 million in plants and wells to back any Trans- 
Canada contract we signed. We had to start drill- 
ing our wells and pbuilding our plant about the 
time we signed the contract, if we were going to 
be in a position to deliver the gas when they needed 
1 ir eayt 
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project as if we ourselves were investing money because 
we would have had to put up very substantial. sums 
of money back of it, and we looked at it in the 
same cold, calculated manner as we looked at any 
business deal, and we could not see the Trans- 
Canada project at that time. We felt they were 
premature in even attempting the financing. Our 
view was borne out in their position before the 
Federal Power Commission by the fact of the de- 
cision that came down from the Federal Power Com- 
mission on an order that its application was 
denied and the facts stated by the Commission, at 
that time, gave Trans-Canada a further opportunity 
to improve its entire situation so it could be 
dealt with by the Federal Power Commission. 

We had not depended on the Federal Power 
Commission. We had made our own independent study. 
When we were asked about the $7 million of equity 
capital, and that was exactly what it was, we did 
not feel that made a particle of difference in fin- 
ancing feasibility of Trans-Canada as a pipeline. 
They still had $200 million of senior money to 
raise; they still had their markets to sign up and 
had a lot of work to do on construction costs, and 
we did not feel we were in any position, nor did 
we want to place ourselves in a position, to sign 
a contract at thatebime end decent = gontengen™ Tie, 


pility by way of $50 million. 
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Q. In other words, as I understand from 
what you are saying, from the standpoint of your 
company, which was correct, the position you had 


to look at was that you could not see the wisdom 

in putting yourself in a position where you were 
going to have to spend $50 millions developing 

your fields, if you were not satisfied that the pro- 
Jeet. was Zoilne to Zo? 

MR, LOUGHNEY: Shel. 28 COcrectu, 

Q. I can clearly understand that. The 
only other thing I want to know, and you have a 
perfect right to this view, do not think for one 
moment I am suggesting there is anything wrong with 
it -- but was there any consideration given by you 
as to your unwillingness to obligate yourself to 
make this expenditure, to get into this thing, if 
there was a possibility because of this conversion 
feature, that the control of Trans-Canada could 
pass to a Government agency? 

MR. LOUGHNEY: Well, we were not -- 
certainly, we were not pleased at the manner in 
witch the I.D.B. proposed to piace itself, We 
felt that was not in the best inverests of Trans-= 


Canada nor anyone that did business with them. 


rsh , \ Neues , 
sick 40 vekoahsnds oat weed 


BEA Joe woteleog o49 eee 


a ee 


: a Ne 
yapet! off Gee Pom Sines wi 


Siow Hoy stehy anole tena & 


r : : ; Pe . 
uvidtiolsyeb atatlh tke OO st oF ol 8 
mete ats, May Pet ye Faas ; 7 
. ? iv * Vy 


i] 


) a pnts Pol vest | 


: ug : 


& oyed gui bee are og) Gaew yee sense er 


42 doa ‘ot, (wolv @hme od arta. dosteea, 


iiiw Baote Bitten ee were soltboagie tis T Pxemem 
Yd Heda no hier temes ys: Sed Saw. dud ene ie a 
of Aieesar agagatdo we eee cotgak et wat wey ad as 


St .enh ahit diet Pop ad ue nba aids plan if 


: 
a 
g 

one 
=f 


STRAUSS 2it to etnekooad yanidinned B 7 
Oisoo SSH eriay Be Tes SD eis Tsts su ReT 
Prone deiamever tt of sag 

yd Pe :YSuegoGI . aM u 
Seam ait Ue beasete SF Rey a ediataens 

24) hones woeig at bem sot Rae vy ans we 


Cre? Be eepetmed Geod edd mt toa eae dist) ais8 


5 as ae ee ieee fy, 
., Ad * ‘Pet PA Doe eres % RAR. Lae 2 } 
ng aoe eee b2h see a 
y 
; - 
. 4 
5 if 
aah 1) 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 26 6 


Q. I certainly want you to under- 
stand on behalf of the Commission, Mr, Loughney, 
that there is no suggestion that your companies 
have in any way not cooperated with the governments, 
and I accept your statement fully. 

MR. LOUGHNEY: RiLGiG yy Sai. 

MR, PATTILGLO: Mr, Chairman, I have con- 
cluded my part of the examination regarding the 
Trans-Canada matter. Tt may be that Mr. Frawley 
wants to ask some questions about that, or members 
of the Commission may wish to do so. 

THE ACTING CHAIRMAN: Do you mean Trans- 
Ganaga or B-A 011% 

wR. PATE REL: No. I would go to the 
brief of the company now, but, rather than get the 
two confused, I think that perhaps if any questions 
are to be directed to the matter on which I have 
just been questioning Mr, Loughney, they could be 
directed at this stage. 

THE ACTING CHAIRMAN: Mr. Frawley, do 
you have any questions? 

MR, FRAWLEY: Mr, Chairman, no. T, have 
some questions to ask Mr. Loughney based upon his 
conclusions as they appear on page 17 -- the export 
policy which he advocates. 

THE ACTING CHAIRMAN: T only have a 


short question, Mr. Loughney: do you really think 
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these 7O million convertible debentures meant the 
CONnGrOAs OL Trans-Canada? Was it enough to have 
control? 

MR, LOUGHNEY: Yes, IG was¢ 

Mee ALT RUE Q. Mr, Loughney, on 
page 3 of the company's submission, in the first 
paragraph where you say, "British American is 4 
major holder of gas reserves in Canada and has been 
concerned for many years with the problems relating 
to the production and disposal of natural gas", it 
would be more correct to say, wouldn't it, that 
since July lst, 1956 British American is the major 
holder of gas reserves in Canada, and prior to that 
time Lovwas: Canadian Gulf that was the major holder? 

MR, LOUGHNEY: Yes, Sirs 

Q. Still looking at this page, "British 
American has a proven marketable reserve of natural 
goisnoer, 3obriiaivon cubleateet docatéedran fields 
throughout Western Canada. This reserve represents 
an -investment at December 31st, 1957, of $48.6 
million in gas wells and properties, gathering 
systems, processing plants and related faciiaities!. 
I can appreciate that there is no problem aM euch aneg Migehi@les 
at the cost of the gathering systems, the processing 
plants and ‘the ‘related faciAitlessebutetomeet: pie 
remainder of the cost of your investment in gas 
wells and properties, must there be some alloca- 


tion as between gas and oil? 
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MR, LOUGHNEY: we took three areas in 
which we are working primarily. The results of 
our work have produced gas, and no evidence so far 
of oi11, and we considered that Pincher Creek, the 
area of British Columbia with the exception of one 
field, and the Central Foothills, as being primarily 
an exploration -- an area in which gas is predominant. 
Therefore, we have allocated our exploration effort 
in the area against gas. 

Q. And that is how that portion of 
the 48 million comes into the picture? 

MR. LOUGHNEY: ThagesurignG, Wee) isa. 

Q. On page 4 you speak about the 
quantity that you estimate will be found of natural 
gas liquids including condensate, and you say 
that ultimately you think there will be 6.3 bil- 
Lions Ole barrels Of the 3 trillion that the 
company presently has in the way of reserves what 
percentage is associated gas, what percentage is 
what I will call dry gas -- would you give us 
those, approximately? 

MR, LOUGHNEY: T believe Mr. Strand had 
better answer that question. 

@s Yess 

MR, STRAND: Of our reserves, 84.7 per 
cent is made up of non-associated gas; O36 per 
cent is made up of associated gas; 5.7 per cent 


igs made up of dissolved gas. That represents the 


Mi wh ada. rloteth oh aie ae es 


. PSK 
br ae © : a aay 
iy di Fa - ae na - v 
i] 
‘ OD ERE: IS L Sehs oan | ae 
be aan é 
Se APTOS 29 aes eee Aa otter, at” i avy 
f “URES DODE SM eno 
4 ' t : , mh; 
Me) A ae é » ‘ MGB a (?) ty oy 
ey ae a ” 7 m 
. sh ae miTe@ soy aarkt eRieeop ¢ 
Lee oh es > ~ 
ewe : | 
Be BON: Bik nthe seats ebiupll e8y | 
t y ; f 
} 
LEC 200 ad fede Bone ai Sie fey gies so beh Eig 3 eid 
: 
ont tank soll Lea? © ee SO >) eee ee ata 
eran TSM ivan Fo ayat oe Pena ~ | } 
aid art ee eee ne: ieee ait ot Ser ypbiweeud rts a. 
P 7 LO 15. .239 bate toosgee Bi: an eheeconiagl . 
| 
VES Oy DEeN +e beg) Ye, Tiles ee i pea e 
e a e. , : dat cies 4 
a a oats 
vu 1 
i nS y PL x of ane eh eais A Sg ‘ y 
aes ESOC ee eee OR, i : has 
AQ Reale Tse ec 99 deed: 
f Pasa i Agee : of 4 7 fi me i 
ED Ey) mn pg a Oe ut 
t r ; ; 
: > Pim. c ‘ i. 
~ > f , . ‘ i ; ; — eo 
RSE See, od OT ER RPS ohio densiver: ae Sia ‘a heer ! 
a : : i PRIS ee Fe aah 
RSA ORS a ’ ne : ‘et erp ‘ swat <e oes ~ ie ta. os bine ap ei oth Pie 
Rosas end Ae Bic ee = a dh ‘ 
i, s z ’ 5 ay 
” r o , i * x 
pe SA i ee Bee eS a: ea wotare 
i> » ot ; yuh 
5 £324 ale a eras : : y i 
ee Neen ea be. 


ANGUS, STONEHOUSE & CO. LTD. 2649 
TORONTO, ONTARIO 


Tour “Ol. OUns. SASUreserves. 

QO. And have you made any calculation 
as to the barrels that you anticipate in your 
reserves you have of natural gas liquids including 
condensate? Have you worked that figure out 
areal ine parrel se 

MR. STRAND: You are referring to our 
own company reserves? 

a, Thats right. 

MR. STRAND: Yes, we have. 

Q. And could you give that figure? 
If for any reason you don't want to give Chae (Gacure; 
just give me the explanation. The reason I am 
inguiring about it is that we have had some evi- 
dence about the problem of the natural gas liquids 
and the problem of sulphur, and Il want to address 
some questions to you about those problems, but I 
wanted to see how big a problem it may be for you 


people and how much you might have considered it. 


MR, STRAND: Our estimated natural gas 
iauid ‘reserves awe approximately 140 million \ 
Halves. 

an what can you tell us, Mr. Loughney <-- 


or any one of the gentlemen to whom you wish to refer 
the question -- as to that magnitude of reserves 

and the problems of marketing them and the pro- 
blems that other producing companies will have 


with those products? 
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MR. LOUGHNEY: I would rather answer the 


question on the basis of our own problems. 


Q. RL geht. 

MR. LOUGHNEY: We recognize that the 
disposal of products -- lpgs -~ is going to be a 
reas (problem; there ie) no. question: about it. We 


feel that in the earlier years that the western 
provinces will probably consume a good part of 

the propane, The problem of butane is much 

more complicated, and to that end we have done a 
considerable amount of work in trying to work not 
only to consume the butane in our own operations, 
but we have carried on conversations and negotia- 
tions wi chico thien companies to interest them in 
locating in the west and using some of the butane 

in their operation. potiar our bic problem 

has been that any industry that would be attracted, 
naturally, would need large quantities of butane, 
and the difficulty is trying to tie down the point 
at which time those quantities will be available. 
The matter of condensate has been given considerable 
study: we are still working on the problem. we 
feel that a part of our over-all problem with 
respect to gas and the economics of gas is to 
undertake studies, make long-range plans, and find 
the markets which we think ultimately will be found. 
I would assume that any producer or group of pro- 


ducers which were contemplating a contract for the 
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BNE, SL ORETOGSE 0 €6)/rD, 2651 
sale of gas that would require a plant must be 
doing the same thing. 

Q would you think that this problem 
of the lpgs and the condensate would in any way 
retard the production of these gas reserves of 
your company and the other producers in the 
province? 

MR, LOUGHNEY: I don't feel it would 
retard the production, because by the time we 
are in a position to produce we should have 
pretty well worked out our problem in advance, 
but it might have some effect on the willingness 
of producers to build plants and produce their 
gas if they had no means of disposing of these 
products, because they are an important part of 
the pay-out in any plant. 

Qs I was going to say, does the 
question as to whether or not you can see markets 
for them have any effect at all on the price which 
the producer must get for his gas’) in eeliting co 
a transmission company? 

MR, LOUGHNEY: Well, it should have a 
bearing, but I can't say up to this point it has 
had, because we have not had too much of an 
opportunity to negotiate for the sale of gas on 
the basis of what we think gas is worth. 

Qe. Perhaps at this point you might 


be prepared, as a producer -- as phe first-big 
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producing company that has come before the Commission 
-~- to express some views on how you consider the 
price of gas could be determined? When you 

say "Vhat it is worth" what factors have to be 

taken into consideration? we have had evidence 
from ‘.estcoast, from Alberta and Southern and 

from Trans-Canada as to what they have been offering, 
and what .estcoast and Trans-Canada are presently 
paying, but that is all we have had, and I am sure 
the Commission would appreciate it very much if 


you would care to express some views to assist 


them? 
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MR, LOUGHNEY: Nell, we teel pas shoud 
net back to the producer the value that is represen- 
tative of the view at the point of delivery. In 
other words, gas sold in Eastern Canada, backed by 
transmission costs, should result in a cost to the 
producer that gives him the best return, recognizing 
the competitive price at which the gas must be sold 
at the other end. 

Qe Let mecseeeu. 2 Nave) Ciac rear: 
taking the case of Trans-Canada and Eastern Canada, 
if you found that in order to have gas to be com- 
Deturive, in Toronto, for sinstance, 2b lad. to {seit 
at $1.37, then you figure the distributor's costs 
and alLiow him a margin of profit; then you figure 
the transmission costs that represent the return at 
7s per cent and that gets you back to what the field 
price or gas should me, 

MR, LOUGHNEY: That is the first calcu- 
HEU OD. Then, we take that price and work the 
economics of the field, the number of wells that 
have to be drilled and the plants used in the economic 
study. The projected cost of gas plus an extra of 
what we feel we could sell our by-products and that 
should return a profit on the economic data. 

Q. Now, is there any yardstick that 
is generally used in the industry as to what is 


considered a fair rate of profit on this sort of 


thing or is it what you can get? 
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MR, LOUGHNEY: Well, I expect most 
every company has an idea of what the profit should 
bey 

Oy Well, can you help the Commission 
at all as to that? 

MR, LOUGHNEY: On an after-tax basis? 

Q. Yes. 

MR, LOUGHNEY: We would consider 10 per 
cent to 12 per cent on plant projects of that type. 

Qe Now, have you in your company any 
problem with sulphur? 

MR, LOUGHNEY: Are you talking about 
long range or short range? 

Q. Well, in these reserves that we 
have been talking about, your present reserves? 

MR, LOUGHNEY: Well, as of right now we 
are producing sulphur and we are selling all of 
the sulphur that we produce. 

Qs And there appears to be a good 
market for it in Canada, ‘is that correct? 

MR, LOUGHNEY: There appears to be a good 
market potential in Canada but the problem is one 
of transportation in being competitive in the eastern 
part of Canada where most of the market is, with 
shipments of sulphur coming in by water from other 
areas. 

Qe And can the sulphur operation, with 


that problem of transportation, be made to be profitable 
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itself at the present time? 

MR, LOUGHNEY: I am not sure I understand 
the question, 

Q. well, the sulphur operation by ie= 
self, with the problem of competition that you were 
speaking about and the cost of transportation, can 
it be made by itself a profitable operation or is 
it merely something that must be worked out as a 
salvage operation in trying to reduce your cost? 

MR, LOUGHNEY: No, we do not consider 
the sale of sulphur as a salvage operation. We 
poainmke of 16 is properly handled Chat it will be a 
proritabie operation, 

NR Pe epic. Mes Charman, 
if we adjourn now that I probably could conclude 
the matter much more quickly in the morning if I 
have a chance to look over my notes and have them 
in better order than I presently have. 

THE ACTING CHAIRMAN: Very well, we will 
adjourn until tomorrow morning at ten o'clock and 


continue with British American Oil. 


_--Jhereupon the hearing adjourned at 4.25 p.m, 
until 9.45 a.m., Thursday, February ¢7, 1958. 


4 a 
i 7 cil acura 
at ee . 
oe i 
=e 
r 
le = ; 
5 Gren eer aia) 
as eit oe ed 
we) ! 
el ' “y 
. . 
‘ ha Wek 
- pire : 
aR edie a F} 


i 
© 
a 


ae oes : 
Te ae i 2 bares 
ouaey Ae thee. adhe Me apa 
“ay boa & s ca 
ues ee 10 


CRTC aR hs ae 


» Une aay 
ee 4 ils a 7 4! 


Sic 
s? Un rae dae 
te P 
Bley 
, ae 
Py ; hee 
ee vate a 


: Se ; Wig ee 
ae toda E : hie pat res eiitaioa rery cet? mm Vi 
Te pi She bs 0 Yh Hie ee Ee Saat 


HANDBOUND 
AT THE 


wk 


eS 


UNIVERSITY OF 
TORONTO PRESS 


